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oy REVENUE AND EXPENSES 

ey 2 Gross revenue was $155,095,565, an 
a 4 increase of $13,585,810 or 9.6% over 

y 1953. Net income was $26,618,255 and 

earnings for common were $21,276,118, equivalent to 
$2.95 per share of common stock after all charges, 
including preferred and preference dividends, compared 


with $2.56 in 1953. 





FINANCING 
i et During the year an issue of 600,000 
cus shares of common stock was sold for 


~ 


— $23,670,000 and $30,000,000 face 
value 3% First and Refunding Mortgage Bonds, Due 
1979 were sold for $30,005,970. Approximately 
$100,000,000 of additional new money will be required 
in 1955 and 1956. 


PLANT EXPANSION 


— Electric plant investment increased 
as — $65,054,461 to $834,268,908 in 1954 

compared with an increase of $63,610,- 
524 in 1953. The first unit at Redondo No. 2 Steam 
Station with 160,000 kw generating capacity and the 
125,000 acre-feet Vermilion Valley Reservoir in the High 
Sierra was completed in 1954. The El Segundo Steam 
Station consisting of two 160,000 kw generating units is 
under construction and the first unit is scheduled for com- 
pletion in July 1955. The second unit at El Segundo is 
scheduled for completion in September 1956, and the 
first 160,000 kw unit of the new Alamitos Steam Station 
also under construction is scheduled for completion in 
November 1956. 









GENERATION 


ay ) Total output was 10,934 million kwh, up 
aaa 6.4% over 1953. System peak demand 
was 1,998,200 kw an increase of 5.9% over 1953. 


RATES 


(=) New rate levels effective September 13, 

1954 were authorized by the California 
Public Utilities Commission to provide a 5.9% rate of 
return on a depreciated book-cost rate base. The newly 
authorized rates are expected to increase common stock 
— about $.50 a share annually. 






Th CUSTOMER RELATIONS 


> A new record of 77,054 meters were con- 


nected in 1954 compared with the previous 
record of 74,695 in 1953. An intensive sales campaign 
was launched on January 19, 1955 to increase the use 
of electricity in all customer classifications with emphasis 
on sales to domestic customers. 














CONDENSED CONSOLIDATED BALANCE SHEET 








December 31, 1954 


ASSETS 


ELECTRIC PLANT . $834,268,908 


INVESTMENTS AND OTHER ASSETS 9,162,564 
CURRENT ASSETS 59,038,717 
DEFERRED CHARGES 3,206,018 
CAPITAL STOCK EXPENSE . 2,978,340 


TOTAL ASSETS $908,654,547 


LIABILITIES 


STATED CAPITAL AND SURPLUS $368,616,809 


BONDED INDEBTEDNESS . 328,000,000 
CURRENT LIABILITIES 52,309,938 
DEPRECIATION RESERVE . 144,842,987 
OTHER RESERVES AND LIABILITIES 14,884,813 


TOTAL LIABILITIES . $908,654,547 











SOUTHERN CALIFORNIA EDISON COMPANY 


EDISON BUILDING ¢ 601 WEST FIFTH STREET « LOS ANGELES 53, CALIFORNIA 
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Cover Picture .. . Open air market in front 
of St. Catherine’s Church, Brussels, often 
enlivened by traditional carnivals. The Euro- 
pean “fair” always was primarily a business 
venture for bartering, buying, selling, and 
its greatest period was in the 13th and 14th 
centuries. The open air market has lasted 
into our own day, but is midway between 
the early fairs and “modern” merchandising. 
In the middle ages merchants traveled with 
their goods long distances under dangerous 
conditions. The fair enabled them to travel 
together for greater safety and it drew 
more customers. The Brussels market is a 
continuous daily operation, but requires re- 
moval and replacement of wares every day. 
Modern packaging and merchandising, with 
refrigeration for perishable goods and speedy 
transportation over immense distances, far 
surpasses the open market and is the ful- 
fillment of the medieval merchant’s dream. 
From the trustee’s point of view, modern 
merchandising offers a field for sound in- 
vestment, as indicated by the 31 companies 
whose securities are found in common trust 
fund portfolios. 

—Photo from Pan American World Airways 
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Valuations for 
Estate 
Administration —~— 


@ Tangible and intangible 
property, personal and real, 
including unlisted stocks, 
mortgages, patents, resi- 
dences and fine arts — 


For estate and inheritance 
taxes, distribution to heirs, 
sale, insurance, and other 
purposes. 


The AMERICAN 
APPRAISAL » 


Company 


Over Fifty Years of Service 
OFFICES IN PRINCIPAL CITIES 





















































PROPERTY 
IN CANADA 


The appointment of National 
Trust Company as ancil- 
lary administrator expe- 
dites the realization 
and transfer of 
American owned 
property in 
Canada. 


Enquiries Invited 


National 


Trust 


COMPANY 


LIMITED 





20 King Street East 


Toronto, Canada 


Montreal Hamilton Winnipeg 
Edmonton Vancouver Victoria 
Calgary 





Assets Under Administration 
$392,000,000 
Annual Report on Request 
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... that’s the record-breaking length of this new pipeline under the Gulf of Mexico 


Deep beneath the waters of the Gulf lies one of our 
nation’s most promising sources of crude petroleum. 
A Socony-Vacuum affiliate, Magnolia Petroleum 
Company, and its associates are developing several 
oil and gas fields in this off-shore area—one as far as 
28 miles from the Louisiana coast. Barges now bring 
the oil ashore at the rate of about 6,000 barrels daily, 
but operations are often curtailed by bad weather. 


To assure a constant flow of oil and natural gas, 
an undersea pipeline is now under construction to 
gather this production. When completed, this line 


SOCONY-VACUUM OIL COMPANY, INC. 


will extend a total length of 48 miles beneath the 
waters of the Gulf. It will permit nearly doubling 
Socony-Vacuum’s present oil production there and 
will eventually be capable of delivering up to 50,000 
barrels of oil daily to the Louisiana mainland. 

* * * 


This submarine gathering system, the longest 
undersea pipeline in the world, is another example 
of Socony-Vacuum’s continuing efforts to help keep 
America supplied with the increasing quantities of 
petroleum it must have. 


and Affiliates: MAGNOLIA PETROLEUM CO., GENERAL PETROLEUM CORP. 
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INDUSTRIAL EARNINGS, LIKE LEOPARDS, 
change their spots, but comparisons with 
past years show certain industry groups 
holding their relative position among 
manufacturing enterprise while a few regis- 
ter radical changes in position. The 
five leading income increase producers 
(after taxes) of 1954, over 1953, were: 
Drugs & Cosmetic (24%), Cement, Glass & 
Stone (21%), Transportation Equipment 
(19%), Chemical Products (18%) and Paint 
(11%), according to preliminary summar- 
ies by National City Bank of New York. A 
comparison with two years ago (1952 vs. 
1951) — when only one of the 18 industrial 
groups Showed an increase for the year — 
had the Drugs group far down the line at 
14th place — with the decrease of 18% in 
net, and the Paints group only 10th. The 
Cement group stood second, Transportation 
equipment first and Chemicals in fifth. 


THE RICH ARE NOT GETTING RICHER, accord- 
sing to recent study of family incomes by 
the Department of Commerce, but the poor 
are getting fewer. More than half the 35.6 
million non-farm families were receiving 

| before-tax incomes over $5,000 by 1954, and 
s the number with over $10,000 has doubled 
Since 1947 to 3.5 million family units. 
Only one in seven families earns less than 
$3,000 a year, and that included many re- 
tired couples and other non- or part-time 
workers. Get-rich-quick Wallingfords still 
make the headlines, but upgrading of wages 
and salaries aided by technical progress 
along with down-grading of large incomes 
by progressive taxation, have created a 
predominantly middle-class nation, to the 
consternation of Marxist and Hegelian 
theorists. 


INVESTMENT IS MORE OF A "SCIENCE" than 
hoSt people realize, but not in the sense 
that the investor can rely on any formula 
or index for success. As Bernard Baruch — 
elder statesman of politics and economics 
- points out in a recent commentary (see 
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p.- 296), "whether stock rise or fall is 
determined by innumerable forces and ele- 
ments." The man who tries to do his own 
protective investment is pitting his hopes 
against a whole new host of scientific 
developments that are making entire indus- 
tries, companies and products obsolete. 
Industrial and financial progress is being 
written in a new language; transistors, 
petro-chemistry, turbo-jets, the betatron, 
automation and electronic controls are but 
a few in the new lexicon that cause the 
foresighted person to entrust his savings 
to professional investors who can maintain 
close contact with the new "science." 


ESTATE PLANNING AND WILL-FILE BUILDING 
EFFORTS of past years are bearing good 
fruit, judging by 1954 bank reports to 
Stockholders. All-time highs in trust 
assets, with many increases in new ac- 
counts of from 7 to 29% for the year, show 
accelerating public recognition of insti- 
tutional management. 


Value of professional financial aid is 
also reflected in growth of life insurance 
and mutual fund business. Pension and 
other corporate trust services showed wide 
and substantial progress, with investment 
management and other "living" services to 
individuals featuring in the rise. While 
Some areas still cite unfavorable net- 
earnings ratios, citations of "satisfac- 
tory" or "profitable" results appeared 
more common than in most years, with fre- 
quent comment on the value of common trust 
funds. 


A PROPOSAL TO AMEND REGULATION F to per- 
mit collective investment of retirement 
rules has been announced by the Federal 
Reserve Board. Heretofore trusteed funds 
of employers' pension, profit sharing, or 
Stock bonus plans have been denied collec- 
tive investment. The Board now proposes to 
permit collective investment of these 
funds, and states that up through April 
25 it "will be glad to receive from inter- 
ested persons any relevant data, views or 
arguments." 
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NEW YORK STATE BANK FIDUCIARY FUND is 
scheduled to start operations on May lst, 
under direction of The Hanover Bank of New 
York City. This institution was selected by 
the Fund's directors, on the basis of compe- 
titive bidding, to serve as custodian and 
investment manager. Initial units in the 
Fund will be priced at $100 and payment 
by participating banks will be optional, 
in cash or in United States Government 
Savings Bonds of Series G@ or K (page 312). 


"MOVING DAY" FOR MERGING NEW YORK BANKS 
went off on schedule over the April First 
weekend, which probably marked a peak in 
physical activity unmatched in the memory 
of Wall Street. Chase National Bank and 
Bank of The Manhattan Company emerged as 
Chase Manhattan Bank under the latter in- 
Stitution's charter, while Bankers Trust 
Company and Public National Bank and Trust 
Company united under the former bank's 
banner. The acquisition of the stock of 
First National Bank by National City Bank 
of New York produced the new First Na- 
tional City Bank of New York, effective 
March 30th. Estimated deposits of the 
three new institutions are $16 billion. 


FULBRIGHT PUBLIC HEARINGS TERMINATED 
without recommendation for legislation but 
with politically ruffled feathers among 
committee members. A Sub-committee will 
assume any further action but its scope 
and activities, if any, remain uncertain. 
Probably the greatest value of the study 
lay in the restatement of certain economic 


GUIDED MISSILES AND NUCLEAR DEVICES are 
due to create a revolution not only in 
military and civil-defense strategy, but 
also in the industrial economy. A recent 
British White Paper remarks that such 
weapons have given the "first real answer 
to the 400 land divisions of the Soviet 
bloc." This is most encouraging to a 
nation with the tremendous productive 
capacity and technical know-how of the 
leading Free Nations. It also speeds up 
obsolescence of many conventional methods 
and forms of defense, with robots becoming 
the major expeditionary force .... 


Three basic systems of guided weapons 
have evolveds the beam-rider, homing and 
command, providing a variety of protective 
and destructive power that can deliver an 
H-bomb 5,000 miles away, or knock out an 
invader plane or bomb in the stratosphere. 
That these will bring marked changes in 
sources of armament manufacture, and in 
defense costs, suggests reappraisal of 
industrial and economic potentials. 


HUGH ROY CULLEN of Houston, who has 
built an oil fortune estimated between 300 
and 400 million dollars, has already given 
away $175 million, largely to schools and 
hospitals in Texas. He calls himself a 
"selfish man" who enjoys spending the 
money, and once said, "All rich men leave 
their money to someone when they die. But 
why wait? Why not give it while you are 


truths by Messrs. Martin, Fairless and 


Baruch. (See page 302. ) 


alive and get the full enjoyment of see- 


ing the good it does, day by day?" 





Over 25% of Lawyers Have No 


Wills—Other Professions 


Worse 


A recent survey by Teachers College, 
Columbia University, of the will-making 
habits of Columbia alumni, shows that 
more than a fourth of the lawyers who 
replied admitted they had no will. Law- 
yers made a better showing, however, 
than the group as a whole or any other 
single profession. Nearly 22,000 of the 
45,000 professional men and women 
who answered the survey said they 
hadn’t drawn a will. 


Pharmacists topped the list of pro- 
fessional persons who showed the least 
interest in making wills, and journalists 
ran close second. Nearly two-thirds of 
the journalists were without wills; half 
the newspaper people had none. Teach- 
ers were less negligent, but nearly half 
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of those answering said they had no 
will. 

The survey was conducted by Teach- 
ers College as part of a study of the 
gift and bequest preferences of college 
graduates in conjunction with the col- 
lege’s fund-raising program. Columbia 
alumni were considered representative 
of the nation’s top-flight college grad- 
uates. The study is believed the largest 
of its kind ever attempted. 

It was made by questionnaire to 62,- 
000 alumni of Teachers College and 
Columbia University. While teachers 
formed by far the largest single cate- 
gory, queried, sufficient numbers of 
graduates of Columbia’s Schools of Law, 
Engineering, Pharmacy and Journalism 
were included to balance the survey. 

The surveyors, headed by Dr. John 
R. Clark, chairman of the Teachers 
College Development Council, consider 
the sample large and _ representative 


enough to serve as an index for much f 
of the middle- and some of the higher- § 
income population of the country. 


Of the lawyers who replied, 92.8% 
were men; 77.5% were married; 85.6% § 
had dependents; the median age group 
was forty-three; the two largest income 
groups earned up to $9,999 and up to 
$19,999 a year, with a few making under 
$5,000 and one over $50,000; 28% 
said they had no will; of those who had 
wills, only 18.9% made other than 
family provisions in their wills, with 
schools and colleges first among other- 
than-family provisions in their wills. 


Reasons given for not having a will 
disclosed ignorance of the fact that 
even the smaller estate must be covered 
by a will if its settlement is to be made 
according to the wishes of the owner, 
the report commented. “Don’t need,” 
was one of the most frequent explana 
tions, with “My family knows what to 
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do if anything happens to me” the 








igher- J 


runner-up. A possible wide public-edu- 
cation job for the legal profession is 
indicated by these comments, Dr. Clark 
believes. 


A large number of respondents ad- 
mitted they don’t know how to make a 
will. One of every twenty-five persons 
who answered this question gave this 
reason for not having one, and were 
apparently unaware of the availability 
of legal counsel. Many complained of 
possible high legal fees for drafting a 
will, apparently unaware that lawyers’ 
fees for this service are usually nominal. 





Wives, particularly, showed lack of 
interest or confusion. “Have no income 
of my own” was a frequent answer, in- 
dicating lack of knowledge of dower and 
other rights which should be disposed 
of by a will if heirs are to be cared for 
as intended. 

Many persons appeared confused, too, 
about the protection provided by life 
insurance, assuming that a policy nam- 
ing beneficiaries is an adequate sub- 
stitute for a will. 

People are permitting themselves to 
be unduly penalized by taxes and by 
the expenses of settling an estate in the 





absence of a will. “A properly drawn 
testament which gives careful attention 
to tax benefits and to other economies 
often saves the estate enough money to 
make possible a bequest to a favorite 
cause, such as a college.” Dr. Clark 
said. 


So widespread is the lack of informa- 
tion on the subject that a broad program 
of education is needed, Teachers College 
authorities believe. They are now con- 
sidering means for supplying basic in- 
formation to alumni on the importance 
of having a will “simply as a matter of 
intelligent self-interest.” 
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Davip G. ACKERMAN 
MoreEAu D. BROWN 
PRESCOTT S. BUSH 
Louis CurtTIS 
E. R. HARRIMAN 
STEPHEN Y. Horp 
F. H. KInGsBury, JR. 
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JOHN B. MADDEN 
THOMAS MCCANCE 
Ray Morris 
H. D. PENNINGTON 
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Limited Partner 


FACILITIES 
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OF CREDIT 
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OF SECURITIES 
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ASSETS 


CASH ON HAND AND DUE FROM BANKS 
UNITED STATES GOVERNMENT SECURITIES . 


STATE, MUNICIPAL AND OTHER 

PUBLIC SECURITIES , 
OTHER MARKETABLE SECURITIES 
LOANS AND DISCOUNTS . 


CUSTOMERS’ LIABILITY ON ACCEPTANCES 


OTHER ASSETS 


LIABILITIES 


DEPOSITS 


ACCEPTANCES: LEss AMOUNT IN PORTFOLIO . 


ACCRUED INTEREST, EXPENSES, ETC. 
RESERVE FOR CONTINGENCIES . 
0 ae 

i 





As required by law $1,600,000 U.S. Government Securities are pledged to secure public deposits. 


Licensed as Private Bankers and subject to examination and regulation by the Superintendent of Banks of the State of New York 
and by the Department of Banking of the Commonwealth of Pennsylvania. Subject to supervision and examination by the Commis- 


sioner of Banks of the Commonwealth of Massachusetts. 


$ 2,000,000.00 
12,425,283.54 14,425,283.54 


. $ 51,015,843.21 
52,875,929.27 


46,457,647.85 
6,126,313.10 
47,116,717.07 
15,159,903.92 
1,507,738.32 
$220,260,092.74 











. $187,662,805.82 
16,209,403.67 
462,599.71 
1,500,000.00 








$220,260,092.74 








Inquiries are invited from Trust Officers with regard to our 
Investment Advisory and Brokerage facilities. 
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Recent Developments in 


BUSINESS PURCHASE AGREEMENTS 


DEANE C. DAVIS 


President, National Life Insurance Company, Montpelier, Vermont 


ITH THE LAPSE OF ALMOST TEN 
babel since | first wrote my book, 
“Life Insurance and Business Purchase 
Agreements” the question inevitably 
arises as to how my suggestions have 
withstood the passage of time. The an- 
swer is that the cross-purchase type of 
business purchase agreement funded by 
life insurance set up in connection with 
partnerships and closely held corpora- 
tions is just as valid and workable today 
is in 1945. The decisions handed down 
by the courts during the last ten years 
only make more clear: 


(1) that a contract of the type I have 
recommended, if properly drawn, 
is valid;! 


(2) that where the agreement is prop- 
erly drawn the Internal Revenue 
Service cannot tax both the value 
of the business interest and the 
funding insurance in the estate of 
the decedent under the Federal 


Estate Tax Law; 


that the purchase price provided 
for the business interest in the 
contract will establish the value 
of that interest in the estate of 
the decedent for Federal Estate 
Tax purposes if the agreement is 
bona fide, if the price was fair 
when fixed and if under the agree- 
men in the event the seller wishes 
to sell his interest while he is still 
living, he must first offer it to 
the other parties to the agreement 
at the price provided for in the 
agreement.® 


Furthermore, it does not seem to me 
that this is at all surprising. The basic 
idea is not designed to take advantage of 


~.=In.the preparation. of- these- remarks for -delivery 
at the March ist meeting of the Pittsburgh Life 
Insurance and Trust Council, the author acknowl- 
edges the assistance of Associate General Counsel 
David F. Hoxie. 


1More v. Carnes et al, 1948, Court of Appeals, 
Ky., 214 S.W. (2d) 984; Michaels v. Donato, 1949, 
Superior Court of New Jersey, 67 A. (2d) 911; Sil- 
verthorne v. Mago et al, 1953, Supreme Court of 
N. C., 77 S.E. (2d) 678. 


2Estate of Tompkins, Tax Court, 1949, CCH Dec. 
17325; Ealy v. Comm., Tax Court, 1951, CCH Dec. 
18302(M). 


8Salt v. Comm., Tax Court, 1951, CCH Dec. 
18449; May et al v. McGowan, U. S. Court of Ap- 
peals, 2nd Circuit, 1952, 194 Fed. (2d) 896; Belson 
v. Edwards, U. S. District Court, Middle District, 
Ga. 1954, CCH Federal; Estate & Gift Tax Re- 
porter, Par. 10,942; Estate of Weil, Tax Court, 
1954, CCH Dec. 20,570; Revenue Ruling 54-76. 
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some loophole in the tax law with a 
consequent life expectancy measured in 
terms of the inertia of Congress. It is 
instead designed to meet the funda- 
mental needs of the proprietors of a 
business venture by providing the family 
of one who dies prematurely with the 
fair cash value of his interest in the 
business and by assuring the surviving 
proprietors that they can carry on the 
business unfettered in any way by the 
executor of the deceased associate or his 
family. These fundamental business 
needs have not changed over a ten-year 
period, nor will they change in the 
foreseeable future. Neither will the law 
applicable to the contracts change. 


Also, since the fundamental idea is 
not designed to produce an unjustified 
tax advantage for the people who make 
use of it, the tax laws have not been 
amended to make the general idea un- 
desirable nor is there, in my judgment, 
likelihood that they will be so amended. 


Income Tax Status of Payments to 
Retired Partner or Estate 


It is, of course, true that the 1954 In- 
ternal Revenue Code has affected the 
impact of taxes in this area (as it has in 
almost all others). One such change re- 
‘sults from Section 736 and affects agree- 
ments relating to partnership interests 
only. This section is devoted entirely 
to the question of whether or not pay- 
ments made with respect to a retired or 
deceased partner are taxable income to 
the recipient or are to be treated as a 
capital transaction. The law on this sub- 
ject before the ’54 Code was not based 
on any specific provisions of the former 
Code, but instead on regulations and 
court decisions, many of which were 
confusing and conflicting. In general, 
under the typical cross-purchase type of 
agreement, the transaction was regarded 
as a capital transaction. However, it was 
recognized that to the extent that the 
amounts paid for the decedent’s interest 
in the business included current earnings 
of the partnership, they would be tax- 
able as income to the recipient. 


The new Code has the virtue of deal. 
ing in specific terms with the problem, 
although it seems probable that there 
will continue to be confusion in this 
area, at least until after regulations are 
promulgated. The section provides in 
substance that payments in liquidation 
of the interest of a retiring partner or a 
deceased partner shall be taxable as 
income to the recipient (and deductible 
by the partnership) except to the extent 
that it is determined pursuant to regula- 
tions promulgated by the secretary or 
his delegate that the payments are made 
in exchange for the interest of such 
partner in partnership property. Even 
with respect to payments for the interest 
of the partner in partnership property, 
the consideration will be taxed as ordi- 
nary income to the extent that it in- 
cludes amounts paid for unrealized re- 
ceivables of the partnership or good 
will of the partnership (except to the 
extent that the partnership agreement 
provides for payment with respect to 


good will). 


I am not clear as to the reason for 
excepting good will where the partner- 
ship agreement provides for payments 


with respect to good will. The exception J 


suggests that by appropriate provisions 
in the partnership agreement for pay- 
ments with respect to good will, the tax 
burden’ could be placed wherever the 
partners to the agreement wanted. It 
should, however, be noted that although 
the statute contains no such limitation. 
it is stated in the Senate Committee Re 
port that such payments may not exceed 
the reasonable value of the partner’ 
share of partnership good will. 


The section is phrased so that it ap- 
pears to deal only with payments to 4 
deceased or retiring partner from part 
nership assets. However, since it is gene! 
ally agreed that the provision was it- 
serted to prevent a deceased partnef 
from converting what would normally 
be ordinary income of the partnership 
into a capital gain, and since that prob- 
lem is just as acute where the payment 
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for the deceased or retiring partner’s 
interest is made by the surviving part- 
ners individually as by the partnership, 
itis believed that the Internal Revenue 
Service will, at least, attempt to con- 
srue the statute as applying to both sit- 
ations. 


As a practical matter this section will 
probably have the effect of requiring the 
recipient of the consideration for the 
partnership interest to report a some- 
what larger portion of the amount re- 
ceived as ordinary income than would 
have been necessary under former Jaw. 
If this is correct, it may prove desirable 
inthe future to give some consideration 
to providing for payment for the part- 
nership interest in installments over a 
period of years rather than in a lump 
sum immediately at death so as to avoid 
the adverse impact of the graduated in- 
come tax on large payments of income 
ina single year. 















In this same connection under Section 
106 of the Code, if there is a difference 
between the fiscal year of the partner- 
ship and of a partner, care should be 
taken to draw the buy and sell agree- 
ment in such a way that there will be 
no possibility of taxing more than one 
year’s income of the partnership in the 
fnal return of the decedent. 


















































What I have said with reference to 
Section 736 of the Code suggests that 
the essential tax differences between the 
cross-purchase type of business purchase 
agreement and the partnership continu- 
ation agreement discussed in the chapter 
entitled “Liquidation Agreements for 
Personal Service Partnerships” may not 
be nearly so great under the 1954 Code 
as they have been in the past. In the 
f case of a typical professional partner- 
ship where a partner’s capital account 
(apart from accounts receiveable and 
work in process) will probably be small. 
the bulk of the payment under a typical 
cross-purchase type of agreement on the 
death of one of the partners would un- 
doubtedly, under Section 736, be treated 
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A SHAMELESS 


LOVE AFFAIR 


— and what it means to TRUSTMEN 


(attorneys are involved too) 


For some time now, we have been witness- 
ing with delight a shameless love affair 
among life underwriters, trust officers, 
attorneys and accountants. Based on mutual 
respect, the courting goes on and on — 
and it’s wonderful for all — especially 
a ag who get first rate estate planning 
elp. 


What does all this mean to trustmen? Well, 
in the words of the Huntington National 
Bank of Columbus, Ohio, as they appeared 
in February’s Trusts AND EstTATEs: 


“Since 1949 we have analyzed and 
helped plan the estate of 250 prospec- 
tive customers. Their properties have 
a total value of $106,728,083 ... 
These 250 prospects were referred to 
us by life underwriters, attorneys, 
accountants, and our own customers. 
Most, however, came from life under- 
writers.” 


And if you’re an attorney, you know the 
stress placed on the importance of your 
services by trustmen, life underwriters and 
accountants. 


What Is Estate Planners Quarterly? 


This explains who so many trustmen and 
attorneys subscribe to Estate PLANNERS 
QuaRTERLY. This new kind of publication 
— a hard cover 64-page magazine book — 
shows at first hand how the life under- 
writer and attorney operate. It provides not 
articles, but actual presentations which 
“sell” estate planning to clients. It fur- 
nishes uncomplicated discussions of taxes, 
trusts, property ownership, and other items 
which you are called upon to clarify for 
clients. 


Who’s Who On E. P. Q.? 


EstaTE PLANNERS QUARTERLY is written 
and edited by outstanding estate planning 
experts, headed by Solomon Huber, C.L.U., 
well known General Agent, teacher and lec- 
turer. In each issue you will find presenta- 
tions by famous attorneys, trustmen, life 
underwriters, and accountants, all written 
clearly, and simply. Thus, many trustmen 
use EstaTE PLANNERS QUARTERLY material 
as third party influence to clinch the need 
for a trust and other company services. 





What Others Have Said 


Estate PLANNERS QUARTERLY has re- 
ceived stunning endorsements from sub- 
scribers and the press. Here are a few: 


J. P. Cummincs, Vice President and 
Trust Officer of the First Westchester 
National Bank, New Rochelle, N. Y.: 
“ESTATE PLANNERS QUAR- 
TERLY is indispensable to the 
Trust Officer to keep in touch 
with plans being used by ad- 
vanced life underwriters.” 


And from Trusts AND EsTATES: 


“Under the supervision of a 
noted editorial board, this book 
— or manual or magazine or 
service; it’s difficult to character- 
ize this unique material — is not 
just a collection of articles or 
presentations. It is largely estate 
planning in action: approaches, 
presentations, motivations, spe- 
cific solutions, reports. Written 
in such lucid manner by a great 
teacher, the material is at once 
comprehensible to the technician 
and intelligible to the prospect.” 


Lire AssociATION News: 
“The use value of this mate- 
rial leaps from the page.”’ 
J. Evpen Cates, Cushing, Oklahoma: 


“My investment in subscribing 
is probably the best business in- 
vestment I ever made.”’ 


Hundreds of others in our files .. . 
from all parts of the country. 











Guaranteed Refund 


Unless you agree that Estate PLANNERS 
QuARTERLY is excellent for your purposes, 
you can return the first issue within ten 
days and receive a full refund. The cost for 
a year’s subscription — four handsome 
books of “estate planning in action” is only 
$10 — or $19 for two years. Mail the cou- 
pon today and join the growing family of 
outstanding trustmen and attorneys who 
find each issue worth many times the sub- 
scription price. 


MAIL TODAY ... ON MONEY-BACK GUARANTEE 


Farnsworth Publishing Co., Ine. 
485 West 22nd St., New York 11, N. Y. 


Please enter my subscription to ESTATE PLANNERS 


QUARTERLY on 10-day trial basis. Each 


come to me bound in cloth covers for my 


library. If not delighted I will return the first issue and 


obtain a complete refund. 


ADDRESS _ 


CHECK ONE: [ 1 yr. —.-. $10 
2 ” .: (] Check enclosed 
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“WHY DELAWARE?” Tax and trust 
laws of the State of Delaware 
facilitate the accumulation, man- 
agement and conservation of 
property by corporations and 
non-residents. Write for “Why 
Delaware?” our new booklet sum- 
marizing these benefits. 










WILMINGTON 


Trust Company 
Wilmington, Delaware 


.«« $ 25,516,891 
. - » $265,756,776 
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COIN COLLECTIONS 


Bought and Sold 


Collections catalogued and sold at 
public auction—sales held regularly. 
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AMERICA’S OLDEST AND 
LARGEST COIN DEALERS 















as income to the recipient and as de- 
ductible by the buyer. This, of course, 
gives emphasis to the statement that in 
such cases thought should be given to 
the desirability of spreading the pay- 
ment of the consideration for the pur- 
chase over a period of years. 


With regard to cross-purchase agree- 
ments involving stock in a closely held 
corporation, the 1954 Code has made 
no changes comparable to the changes 
discussed above with respect to partner- 
ships. 


Transfers for Value 


One of the problems which has caused 
practical difficulty in the past in handling 
the funding insurance taken out in con- 
nection with a cross-purchase type of 
agreement has resulted from the adverse 
tax consequences when life insurance 
policies are transferred for value. For 
example, let us assume a three-man part- 
nership consisting of A, B, and C and 
that the partners have entered into a 
cross-purchase type of agreement cover- 
ing their respective interests in the part- 
nership and that each partner has taken 
out insurance on the lives of his two 
associates to finance the purchase which 
he will be required to make on the death 
of the first of those two gentlemen to 
die, if that individual predeceases him. 
Let us also assume that C does in fact 
die, that A and B collect the proceeds 
of the insurance which they have taken 
out and paid for on C’s life and use it 
to purchase C’s interest in the business. 


Now, A and B want to enter into a 
similar cross-purchase agreement and 
A would very much like to acquire the 
policy which C’s estate owns on the life 
of B to use as a part of the funding 
insurance. For the same reason, B would 
like to acquire the insurance on the life 
of A owned by C’s estate. Under former 
law, such acquisition of the insurance 
would, as a practical matter, have been 
impossible because of the adverse tax 
consequences imposed on life insurance 
transferred for a valuable consideration. 
However, under Section 101 of the 1954 
Code, that result does not obtain where 
the transfer is to a partner of the in- 
sured. Consequently, under present law, 
it would be possible for the surviving 
partners to acquire the insurance owned 
on their lives by the decedent and use it 
under a new buy and sell agreement. 


A similar arrangement would not be 
possible if the business involved were a 
corporation instead of a partnership be- 
cause the exception to the transfer for 
value rule contained in Section 101 of 
the °54 Code does not extend to trans- 


fers of insurance to an individual who 
owns stock in the same corporation a; 
the insured. As a consequence, in the 
case of a corporation, it would probably 
be necessary to make the transfer to the 
corporation itself (which is permitted 
under the 1954 Code) and then set w 
the new agreement on a stock retirement 
basis instead of a cross-purchase basis, 

I am unable to find in the 1954 Code 
any provision likely to affect statement 
(3) at the outset of this discussion. 


Styles Do Change 


While the fundamental principles on 
which an automobile is constructed 
change very slowly, if at all, styles can 
and do change with fair rapidity from 
year to year. The same is true with 
business purchase agreements. While the 
principles are the same as they were 
ten years ago, I believe that it is fair to 
say that styles are different today. The 
change commenced with the publication 
of the second Emeloid decision by the 
Court of Appeals for the Third Circuit 
in May of 1951. Its first manifestation 
was a growth in the popularity of the 
so-called stock retirement type of agree. 
ment. The stock retirement type of agree- 
ment is, of course, designed to accomp- 
lish about the same purpose as the cross- 
purchase type of agreement. The only 
difference would be that in the case of 
the stock purchase type of agreement, 
the number of shares which each stock. 
holder held in the corporation would not 
increase (although the ratio of his shares 
to the total shares outstanding would, — 
of course, go up) whereas in the cross- 
purchase type of agreement, the inter- 
ests of the surviving stockholders would 
be represented by additional shares ol 
stock acquired by them from the de 
cedent. 

With the handing down of the Eme- 
loid decision, writers who had previ 
ously criticized the stock retirement ap- 
proach to business purchase agreements 
began to recognize some of the obvious § 
virtues and merits of that type of ar- 
rangement. As the popularity of the 
stock retirement approach grew, inevit-f 
ably people began to explore the possi- 
bility of applying a similar approach to 
partnership situations. Soon, writers 
were giving strong support to the s0- 
called partnership entity agreements 
which are in substance and effect nothing 
more than a stock retirement agreement 
applied to partnerships. They might per- 
haps more properly be called partner- 
ship interest retirement agreements. 

It is obvious that this new model is 
much more streamlined and less cumber- 


(Continued on page 327) 
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\ew indes 


from the HARRIS Trust 


They explore some subjects of interest to 


all bankers ... and they’re free on request 


Fresh from the presses, these three new publica- 
tions were developed by specialists on our staff, 
as an informative service to Harris Bank cus- 
tomers. Each of them answers questions we re- 
ceive frequently. 


We believe the information in these publica- 
tions will also be useful to you and your cus- 
tomers. So, we are pleased to make them avail- 
able to you— without cost or obligation, of course. 


OUR PROFIT-SHARING AND PENSION PLANS 


A summary of one of the pioneer plans in the field (Harris 
Trust first adopted profit sharing in 1916) and how it has 
been developed for permanence and flexibility. 


HOLIDAY IN EUROPE 


Written by John A. Sparrow, Manager of our Foreign 
Department, who has traveled annually to Europe for 
the past twenty-five years. Tips on managing “‘the little 
things’’ that make the trip a delightful experience. 


BUSINESS AND MONEY MARKET REVIEW AND OUTLOOK 


A summary of current and prospective business condi- 
tions, with graphic treatment of Production, Prices, Ex- 
penditures, Unemployment and Wages, Money Market, 
Profits, and Interest Rates. 


If you’re interested in any or all of these book- 
lets, write us and we’ll see that you get copies. 


Organized as 

N. W. Harris & Co. 
1882 

Incorporated 

1907 





HARRIS Trust 
and Savings “BANK 


115 W. MONROE STREET, CHICAGO 90 


Member Federal Reserve System... Member Federal Deposit Insurance Corporation 


ewspapers in Estates 


HOW TWO OF CANADA’S LARGEST CHANGED HANDS 


OT OFTEN, THESE DAYS, IS A MAJOR 
N newspaper sold, except to be swal- 
lowed up by a rival publisher. It is 
still more unusual when two major news- 
papers in the same city change hands 
within a two-and-a-half-year period, yet 
retain their competitive independence. 


But it is an event without precedent 
when a single trust company is called 
upon, in so short a time, to dispose of 
two newspapers — two of a nation’s 
three largest. The Chartered Trust Co. 
of Toronto just completed arrangements 
for the sale of the Toronto Globe and 
Mail. In the fall of 1952, the same com- 
pany handled the sale of the Toronto 
Telegram. 


The trust company sold them after 
issuing well-advertised invitations for 
sealed tenders and awarding each to the 
highest bidder —- both of them at prices 
recognized in the community and in the 
trade as exceptionally good — The Globe 
and Mail for more than $10,000,000 — 
certainly the top price ever paid for a 
newspaper in Canada, and one of the 
highest anywhere in the world. 


Forced Sale of Foundation-Owned 
Paper 


Toronto’s three dailies are the three 
largest in Canada — the Daily Star 
(circulation 397,000) the Telegram 
(circ. 265,000), both evening papers, 
and the Globe and Mail (circ. 235,000), 
a morning paper. By sheer coincidence 
all three will have changed ownership 
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Press room of the Globe and Mail, Toronto 
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within the space of four years. For the 
Daily Star, too, together with its pros- 
perous Star Weekly (circ. over 900,000) , 
must be sold by April, 1956. 


Convinced that the late Star proprie- 
tor’s will, leaving the whole enterprise 
to a charitable foundation of his own 
creation and headed by his own de- 
scendants, was a dodge to avoid suc- 
cession duties, the Ontario provincial 
government pushed through a controver- 
sial bill requiring the charitable trust to 
relinquish the properties and distribute 
them or their proceeds among individual 
charities. 


Sale of the two other newspapers re- 
sulted from the death of publisher C. 
George McCullagh, the one-time boy 
wonder of Canadian journalism who 
died unexpectedly in 1952, at the age 
of 47. His will named four executors — 
newspaper executive H. G. Kimber, 
solicitors J. Maitland Macintosh and J. 
S. D. Tory, and Chartered Trust Co. 


It was obvious to the executors that 
one of his properties had to be disposed 
of at once, to satisfy succession duties 
of about $2,500,000. McCullagh had 
owned the evening paper for only four 
years, and during that time — partly 
due to his own illness — had never 
worked up the same interest as in the 
Globe and Mail. The morning paper 
had in a very real personal sense been 
his own creation. 


New Money—New Combine 
In the fall of 1936 he took Canada 


by surprise with the announcement he 
had acquired the then 92-year-old Globe, 
which within a month purchased the 
Mail and Empire, its only competitor in 
the Toronto morning field. He amalga- 
mated the two into the Globe and Mail, 
emerging as publisher of the nation’s 
largest and most influential morning 
paper at the age of 31. 


The two purchases had been negoti- 
ated at a total price of about $5,000,000, 
the money put up by a bachelor multi- 
millionaire mining magnate, William H. 
Wright. McCullagh later was able to buy 
the controlling interest from him, and 
his estate included 51 per cent of the 
shares. One of the new publisher’s first 


Home of the Globe and Mail, the William 
H. Wright Building. 


moves was to build a new building on a 
new site to publish the combined news. 
paper. To this day the William H. 
Wright Building is Canada’s most mod- 
ern, attractive and efficient newspaper 


plant. 


The declining but still influential 
Evening Telegram (circulation 198,000 
when it came up for sale in 1948) had 
been operated for an incredible 31 years 
by the trustees of the estate of John Ross 
Robertson, until, under the will terms, 
the death of his widow forced a sale. 


McCullagh poured undisclosed sums 


into his new evening newspaper for § 


plant rehabilitation, circulation promo- 
tion, improved staff and wider news 
coverage, but increase of the price from 
3 to 5 cents knocked out most of the 
circulation gains. 


At the time of his death, McCullagh 
was in process of transferring the 
mechanical operations of printing and 
distribution from the Telegram to the 
more efficient Globe and Mail plant. The 
trust company and the other executors 
quickly recognized the need to sell the 
Telegram, as a going concern. Their first 
act, the day after McCullagh’s death, 
was to stop any further transfer of its 
operation to the Globe and Mail build: 
ing. It was clear that, if the property 
was to realize anything like a good price 
for the estate, it must be a self-sufficient 
newspaper plant, its now-disused presses 
must be revived, and its truck fleet re 
constituted as a separate entity. 
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Consultation over a $5,000,000 
Telegram 








H. E. Langford, general manager of 
Chartered Trust, made a hasty visit to 
Washington, where, through co-opera- 
tion of the American Security and Trust 
Go., he learned the techniques employed 
by that company in its operation and 
sale, shortly before, of the Cincinnati 
Enquirer. Within a few weeks, in addi- 
tion to the wide publicity that attended 
the announcement that the paper was on 
the auction block (for the second time 
in four years), Chartered Trust placed 
newspaper advertisements in most of 
Canada’s major cities, in New York and 
Chicago financial journals. 












































The sale elicited widespread interest 
and attendance, but only three solid of- 
fers were made — two by Canadian in- 
terests and one by a United States pub- 
lisher. The others evidently had decided 
the Telegram of 1948, with an ancient 
plant and a four-year record of doing 
no better than breaking even, offered too 
poor a prospect to warrant a bid ac- 
ceptable to the executors. 
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But the highest bid proved acceptable, 
submitted by John Bassett and Asso- 
ciates, headed by the young man who 
had been the paper’s general manager 
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mod- during the McCullagh regime. Exact 
paper @ slling price was never announced, but 
with his assumption of the company’s 
ential § considerable liabilities the Bassett bid 
8.000 B has been reported as equal to an offer 
) had & of $5,200,000. 
years 
Ross @ A Rising Globe and a Falling Star 
nO Since the 1952 sale, its circulation has 
le. tien from 209,000 to the current 
sums § 265,000 in a period that has seen the 
r for & circulation of its chief competitor, the 
romo- § Daily Star, remain substantially level 
news § (398,000 for November, 1952, or 1,000 
from | greater than for January this year). 
of thet it was this surprising leveling-off in 
the Star’s phenomenal circulation record 
ullagh ff that, as much as any other single factor, 
y the & persuaded Chartered Trust Co. and the 
x and other McCullagh executors to think seri- 
o the § ously about selling the Globe and Mail 
t. The § if a satisfactory deal could be arranged. 
ayes The old Evening Telegram had slipped 
Sorel disastrously from first to last place 
death, @ (mone the city’s newspapers under its 
f its trusteeship and now the always-vigorous 
of its : 
build Star. since the death of its publisher, 
sperty was showing signs of decline. So the 
i pridh McCullagh executors waited for the most 
coal propritious time to promote a sale of 
aaa the Globe and Mail. 
et Te: In the year before the publisher’s 





death, the Globe and Mail netted Mc- 
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Cullagh a profit of $48,000. By dint of 
strict economy of operation under a busi- 
ness-minded management, the executors 
were able to show a 1954 profit of 
$650,000. It seemed wise to sell the 
paper ‘before, rather than after, the 
Daily Star would have to go on the 
market a year hence, for that sale pre- 
sumably would draw off the very bidder 
who would be the best prospective pur- 


chaser of the Globe and Mail. 


The executors could not be positive 
their reckoning was right, so they stipu- 
lated they would not necessarily accept 
the highest or any offer, and let it be 
known that no bid under $5,000,000 


would be satisfactory. (Other news- 
papers hazarded the guess the offers 
might even run as high as $8,000,000.) 


An “International Auction” 


On Jan. 10, 1955, the trust company 
placed advertisements in 17 Canadian 
daly news and financial papers, the 
New York Times and Herald-Tribune, 
the Wall Street Journal, the Times of 
London, the Edinburgh Scotsman and 
the London Economist; but Chartered 
Trust concedes that the publicity, rather 
than the advertising, was the chief fac- 
tor in generating a public interest that 
attracted 25 “serious” prospects and un- 
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® Testamentary Trust 
®@ Living Trust 

® Pension Trust 

@ Investment Counsel 
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BECAUSE Chicago Title and Trust Company is 
unique in Illinois for its length of experience and 
range of facilities. Active in trust administration 
for over 65 years, it offers many services including: 


® Ancillary Administration 


You choose well when you choose Chicago Title and 
Trust Company to serve you and your customers 
on all fiduciary matters affecting Illinois property. 


Chicago Title 


111 West Washington Street 
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® Title Guarantee Policies 
@ Escrow 

© Registrar 

® Transfer Agent 

® Land Trusts 


and Trust 
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Chicago 2, Illinois *"".".°.".’. 
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ab a 
First Choice for 
® 
Trust Service 
© & e 
in Missouri 
The St. Louis Union Trust 
Company engages only in the 
trust business. It does no bank- ster 
ing business. It accepts no depos- other 
its subject to check, It is the Mail 
largest stockholder of the First the | 
National Bank in St. Louis, j 7 
with which it is affiliated. It is ' — “ fe 
the oldest trust company in Part of the Globe and Mail editorial staff in the city newsroom. $10, 
Missouri. ; TI 
lt administers a large volume of counted others. Other papers — particul- they were given access to the company’s Jj tere: 
trust business and operates on arly the Telegram — front-paged the financial records and were conducted 94,6 
the efficient ‘“‘staff and line” coming event weeks in advance, for since through the property. even 
plan. Every estate and trust re- Globe's founding in 1844 as a weekly Altogether, 11 firm offers were re §!® 
ceives the personal attention of Liberal paper, and the Mail’s in 1872 ceived in the proper form — two from 
the administrative or “line” as a Conservative Party organ, the news- Great Britain, one from the United | $ 
officer to whom it is assigned. paper had a distinguished history that States, eight from Canada. 
These officers are backed up by was an integral part of Canada’s his- B os ; 
staff departments, such as our a. __ But it was not so easy a matter to T 
investment analysis and re- eee identify the “highest” bidder or the §and 
search departments, two separate : Not only had the Globe's founder, “pest” bid, in view of tax complica- Jon 
tax departments, real estate de- Scotch immigrant George Brown, been tions. The Globe and Mail was holding finst 
partment, close corporation a man of large political stature, but his undistributed profits amounting to about Bagg 
department, etc. death at the hands of an assassin had $2,225,000. A bid to purchase shares, § unc 
We suggest consideration of our further glamorized him and his militant therefore, would have to reflect the fact § doe 
Company for ancillary service RESEPRPAE. And the Mail had been inti- that the cash would go to the purchaser § bar 
in Missouri or where recommen- mately identified with Canada’s other along with the paper; on the other hand, § wh 
dations are to be made to people 19th Century political giant, Sir John a bid for the assets would mean the §ma 
moving from other states to A. Macdonald, the nation’s first Prime cash would be distributed to the bene- fj fil 
Missouri. Minister, Canada’s George Washington. fjaries as income. | 
“Trust Service Exclusively” The Globe and Mail, with its regained But it was not even so simple that a § Ar 
position as “Canada’s National News- share bid would have to be $2,225,000 § 
ST. LOUIS U NIO N paper” and with the country’s largest larger. Under Canada’s taxing system, _ 
T R U S T C 0 M PA N y morning circulation, offered prestige if the cash were distributed to the heirs Il 
values far above its worth or even po- a; profits, it would be subject to heavy § In 
ST. LOUIS, MISSOURI tential as a business venture. income taxes in an amount of about ff X 
Affiliated with the First National Bank No fewer than 25 of the interested $1,500,000. But if the purchaser bought - 
parties impressed the Globe and Mail the cash along with the newspaper, the § y, 
executors with their financial capacity total sum would constitute a capital § N 
and serious intention to the point that gain, which in Canada is not taxable. 0 
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TRUSTS AND ESTATES 


R. Howard Webster, a_ publicity- 
shy Montreal businessman, 45-year-old 
jachelor son of a Senator, whose name 
had never once been mentioned in all 
ihe spate of pre-auction speculation, sub- 
mitted the accepted bid for the assets. 

Highest offer for the shares had come 
fom William Loeb, a New Hampshire 
publisher with wide financial interests, 
yho announced publicly his bid had 
heen $10,500,000. The size of the Web- 
ter bid has not been disclosed, but as 
other newspapers — not the Globe and 
Mail — pointed out two days later, in 
the light of the income tax complexities 
his offer must have been more than 
$10,000,000 to represent a better deal. 


The McCullagh estate (with 51% in- 
rest) originally valued at about 
$4,600,000 was now worth $5,500,000 — 
een after payment of succession duties 
of $2,500,000. 

& B&B A 


$19 Billion Trust Assets in 


State Institutions 


The latest reports from fourteen states 
and the District of Columbia giving data 
om trust assets held by state chartered 
institutions indicates that they have an 
aggregate $19,149,465,862 in trust funds 
under administration. This total, which 
does not include figures for national 
banks, represents all of the states for 
which official reports are published or 
made available to T&E. The breakdown 


follows: 


State 
Arizona 
California 
Connecticut 
District of Columbia ___ 
Illinois 
Indiana 
Kansas 
S Maine 
Massachusetts 
Nebraska 
North Carolina 
Ohio 


Amount 
7,076,100 
2,231,958,000 
888,815,542 
388,739,615 
2,580,826,429 
203,194,211 
3,278,633 
39,984,336 
1,885,288,000 
33,151,980 
357,354,437 
2,130,007,386 
17,579,084 
8,333,564,511 
48,647,598 


Pennsylvania 
Washington 





SNES aeeeeeee ee $19,149,465,862 

Individual state statistics not pre- 
Viously noted in T&E show that Arizona 
trusts were invested 47% in real estate 


Sprague Succeeds Graves at 
Pacific Coast Trust School 


Victor R. Graves, vice president and 
trust officer of the Peoples National Bank 
of Washington in Seattle, has resigned 
as Educational Director of the Trust 
Division of the Pacific Coast Banking 
School. Mr. Graves had done an out- 
standing job of organizing the curricu- 
lum and selecting the instructors for the 
Trust Division, and the Board of Direc- 
tors accepted his resignation with regret. 
He was immediately appointed a member 
of the Board, as trust officer-at-large. 


Robert W. Sprague, until recently 
Chairman of the Trust Committee of the 
National Bank of Commerce of Seattle, 
was designed as the new Educational 
Director. 


Mr. Graves pointed out that the School 
anticipates 60 students enrolled in the 
Trust Division this year and that 23 of 
that number are expected to graduate. 
The faculty for 1955 will be: Robert M. 
Alton, vice president, trust officer and 
director, The United States National 
Bank of Portland; James A. Close, trust 
officer, Merchants National Bank and 
Trust Co. of Syracuse; C. E. DeRochie, 
vice president and trust officer, Bank of 
America, N.T. & S.A.; Walter L. Nossa- 
man, Los Angeles attorney; L. S. Sever- 
ance, trust officer, United States National 
Bank of Portland; and Gilbert T. 
Stephenson, former Director of Trust 
Research Department at the Graduate 
School of Banking, American Bankers 
Assn. 


DISTRICT TRUST EARNINGS REPORTED 


Reports received to date on earnings of 
reserve member banks show that in the 
Second District trust department gross 
earnings represented 3.0% of total oper- 
ating income in 1954 for those banks re- 
porting trust earnings. This represented 
a slight gain over the 1953 figure of 
2.9%. The highest ratio — 15.6% — 
occurred in the group with deposits of 
$100 million to $1 billion. This category 
reported 13.3% a year earlier. 


In the Tenth Federal Reserve District, 
the general average was 2.5% in 1953 
and 2.8% in 1954, with the highest per- 
centage — 5.2% — in the class with 
deposits over $50 million. 

S as 


WARREN JONES NAMED TO 
FEDERAL BENCH 


Warren L. Jones, T&E’s legal editor 
for Florida, has been named by President 
Eisenhower to the Court of Appeals for 
the Fifth Circuit. A leader in local, state 
and national bar association activities, 
Judge Jones has faithfully served as 
Florida editor since 1936 and the editors 
wish him well in his new career. 

Guy W. Botts, Judge Jones’ partner in 
the Jacksonville firm of Fleming, Jones, 
Scott & Botts, will succeed him as Florida 
legal editor. 

A. & A 


@ Nevada has adopted the Uniform 
Common Trust Fund Act, leaving six 
states without enabling legislation or 
court authority: Iowa, Montana, New 
Mexico, North Dakota, Rhode Island 
and South Carolina. 





iA) | 
G.S.B. TRUST FACULTY 


A conference of the Trust Faculty for the year’s session of the Graduate School of 
Banking at Rutgers was held at the Columbia Club in New York on March 11. Clockwise, 
beginning in left foreground: Joseph H. Wolfe, deputy manager and secretary, Trust 
Division, American Bankers Association; Robert Coltman, vice president, Philadelphia 
National Bank; Austin W. Scott, professor of law, Harvard University; Joseph W. White, 
vice president, Mercantile Trust Co., St. Louis; Robert E. MacDougall, vice president, 
Girard Trust Corn Exchange Bank, Philadelphia; David C. Powers, trust officer, City 
Bank Farmers Trust Co., New York; Robert H. Daniel, vice president, First National 
Exchange Bank of Roanoke; William G. Cleaver, senior vice president, First National Bank 
and Trust Co., New Haven; Arthur B. Pfleiderer, vice president, Detroit Trust Co.; and 
C. B. McCaffrey, director of financial underwriters training, Northwestern Mutual Life 
Insurance Co., Milwaukee. 


and 53% in stocks and bonds. In Cali- 
fornia, assets in private accounts and 
court accounts showed a gain of 9% in 
the last six months of 1954. Indiana 
trusts showed a six months’ gain of 5%. 
In Ohio trust assets had increased by 
4% in six months. Trust investments 
were 47% in bonds and 37% in stocks, 
showing very little change from the 
Previous year. Washington trust assets 
mcreased 5.6% in a year. 
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Member of the California State Bar, Los 


WE TREATMENT UNDER THE INTERNAL 

Revenue Code of 1954 of income 
tax problems arising upon termination 
of trusts and estates is better understood 
by reviewing the relevant law existing 
prior to the new Code.’ The former Code 
will, of course, govern the treatment of 
returns filed for prior years. 


The net income of trusts and estates 
is computed for tax purposes like that 
of an individual except for the special! 
deductions allowed under section 162 of 
the former Code. Taxable income is in 
the first instance attributed to the estat> 
or trust. In general terms, income which 
is distributed in the proper exercise of 
fiduciary discretion® or to which a 
beneficiary has a present right under 
state law is deducted by the estate or 
trust and taxed to the beneficiary.* And 
the trust is taxed on income retained by 
it. The desired elimination of a double 
tax on estate or trust income by means 
of this special deduction is commonly 
described as the conduit principle of 
taxation. 


In the ordinary course of administra- 
tion, the right of a beneficiary to in- 
come and the proper payment or credit- 
ing of income to a beneficiary is gov- 
erned in most situations by the applica- 
tion of state law to the trust instrument 
or will. Accordingly, the amount of the 
deduction to the trust or estate, and 
thereby the income taxed to the bene- 
ficiary has, in the main, been controlled 
by state law. For example, expenses 
chageable to corpus under local law 
(normally trustee’s corpus commissions, 
casualty losses, capital losses, etc.) do 
not reduce the distributable income 
which is taxable to the beneficiary. Such 
expenses are deductible for federal tax 
purposes by only the fiduciary. If the 
trust or estate has no other or insufficient 
income from which such expenses may 
be deducted, the deductions are lost. In 
effect, taxable income has been increased 


1'The pertinent sections of the new Code apply to 
taxable years beginning after December 31, 1953. 


*Section 162(c). 
8Section 152 (b). 
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because in a basic sense, a portion of 
corpus has been distributed but rendered 
taxable by state law. 


A similar situation occurs in the case 
of a net operating loss, which has no 
counterpart in state principal and in- 
come acts. Unless the instrument ex- 
pressly provides that prior losses shall 
offset future income, a trust distributing 
all of its income will lose the tax benefit 
of a prior net operating loss and will 
be distributing corpus in a federal tax 
sense. However, the income beneficiary 
receiving such corpus cannot claim it 
is exempt under section 22(b) (3) _be- 
cause it is received in satisfaction of a 
right to income under state law. 


Divergence of Tax and Local Law 


Another consequence of the employ- 
ment of two different concepts of income 
in this field is that it is possible for the 
taxable gross income of a trust to exceed 
income under state law. Under state 
law capital gains and taxable stock divi- 
dends are ordinarily corpus which is 
not distributable to income beneficiaries. 
In effect, this is the taxable income of 
the remaindermen who, in this sense, 
are represented by the trust as a taxable 
entity. Contrariwise, trust income may 
exceed the taxable gross income of the 
trust as in the case of tax-exempt in- 
terest, non-taxable stock dividends and 
the “salvage” situation presented in the 
Johnston case.* 


Upon the termination of a trust or 
estate, it disappears as a taxpayer and 
so do unused deductions such as capital 
loss carry-overs. In terminating estates 
and trusts, capital gains are frequently 
realized, but the deduction allowable 
to the remainderman or distributee un- 
der sections 117(b) and 23 (ee) is 


obscure in certain fact situations.® In- 


‘Johnston v. Helvering, 141 F. (2d) 208 (CA2, 
1944), cert. denied 323 U. S. 715 (1944). 





This article is based on a paper pre- 
sented at the 1954 Forum on “Tax 
Aspects of Estate and Trust Plan- 
ning,” sponsored by Title Insurance 
and Trust Co. of Los Angeles. 





Angeles 

















for te 







Th 
deter 
term] 
posit 
Jatio! 
unde 


is th 











come of the estate or trust during its 
final year is taxable to the beneficiary 
except for pecuniary legatees and for 
the problem of capital gains discussed 
below. The income taxable to beneficiary 
is deductible by the estate or trust un- 
der section 162(b) and (c). The 65-day 
and 12-month rules, by the terms of the 
statute and according to the leading 
authority in the field,® appear to be 
applicable to final distributions and dis. 
tributions of accumulated 















income oc- 




















curring by reason of some event occur- 9. 
ring within the taxable year. Section 9°" 
39.162-2(d), Regulations 118, applies §"8 
the 12-month rule to the final distribu. 9) 
tion of an estate. Ki 
An example of the application of the Jj. 
same rule to a distribution of trust in- por 
come accumulated until a beneficiary  jo¢ 
reaches a specified age is also cited in By, 
section 39.162-2(a). Regulations 118. 
By planning the occurrence of terminat- : 
ing events, a fiduciary can obtain the (I 
benefit of section 162(d)(4) which §™ 
applies to the excess deductions created of 
by these rules. The taxable income of ™ 
the beneficiaries may be limited by §“° 
virtue of section 162(d) (4) to the tax- : 
able income of the fiduciary for the year " 
of termination. " 






In a fundamental sense the general 
problem upon termination is largely one 
of distinguishing between (i) taxable 
income and (ii) property or assets sum- 
marily described as corpus subject to 
the exemption of gifts and _ bequests 
from income taxation under section 
22(b) (3). The solution of that problem 
necessarily involves a series of tests de- 
signed to separate income from corpus. 
The recurring question of which tax- 
payer (trust or beneficiary, estate or 
legatee) is entitled to certain deductions 
is another way of talking about the 
scope of the gift exemption; for ex- 
ample, as set forth above, charging ex- 
penses to corpus without reducing the 
taxable income of a beneficiary, in ef- 
























5Fillman, Upon the Termination of Trusts and 
Estates, 8 Tax L. Rev. 317,332-3. 


®*Kennedy, Federal Income Taxation of Trusts 
and Estates, 532 (1948). 
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fect, limits that exemption. There is also 
the question of which taxpayer is liable 
for taxes On Certain items of income. 







When Does Trust End? 






The initial inquiry, of course, is the 
determination of the event or events 
fminating the trust or estate. The 
position taken by the regulations (Regu- 
lations 118, sections 39.142-6, 39-53-1) 
under the former Internal Revenue Code 
is that an estate terminates when the 
period expires which the fiduciary 
actually requires for the collection of 
assets, payment of debts and distribu- 
tions of the remaining assets. Trusts are 
deemed to exist for a reasonable period 
after the occurrence of the terminating 
event under local law for the purpose 
of enabling the trustee to take necessary 
steps to transfer the trust fund; and it 
is the transfer of the fund which is 
significant, not formal court orders and 
accounts. These views of when termina- 
tion occurs are now established by the 
cases and unreasonable delays in wind- 
ing up both trusts and estates are sub- 
ject to successful attack by the Com- 
missioner. The question of whether the 
administration of a trust or estate 
terminated in a certain year is im- 
portant with respect to taxable events 
occurring both before and after termina- 
tion. 


In Della M. Coachman, 16 T.C. 1432 
(1951), the issue of when a trust ter- 
minated was disposed of under the rules 
of local law. After the death of the life 
tenant, the trustee realized losses in con- 
verting securities into cash for distribu- 
tion to the fifty remaindermen. Distri- 
bution was made in the same year the 
losses were realized, a portion of which 
f the taxpayer-remainderman claimed in 
her return for that year. In the opinion 
it was pointed out that under the New 
York law the trustee had duties to per- 
form after the death of the life tenant 
and that the corpus of the trust was 
trust property when the losses were real- 
ized. The court therefore concluded that 
the trustee was not merely acting as 
agent for the remaindermen. In other 
words, the trust was the taxpayer sus- 
taining the losses and there was no 
‘latutory provision or case law permit- 
ting the transfer of losses from a fidu- 
clary to a beneficiary. Inasmuch as the 
trust had no income, no taxpayer re- 
ceived the benefit of such losses. 


The same issue concerning the right 
to losses was among the issues in Charles 
F. Neave, 17 T.C. 1237 (1952). The 
trust had unused capital loss carry-overs 
atising from transactions occurring in 
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years prior to the death of the life ten- 
ant. One of the two remaindermen 
claimed the right to a pro rata share of 
such carry-overs. This was denied be- 
cause he was not the taxpayer in a 
formal sense who sustained the losses, 
although in fact it was the remainder- 
men who suffered the losses in a financial 
sense inasmuch as the losses were 
charged to the corpus to which they be- 
came entitled. 

The court also denied the claim of the 
remainderman to the deduction of a pro 
rata share of termination expenses (con- 
sisting principally of trustee’s commis- 
sions) incurred and paid after the death 





of the life tenant. The court relied upon 
Anstes Agnew, 16 T.C. 1466 (1951). 
The ground of this point of decision was 
that these expenses were not obligations 
of the beneficiary, but were paid by the 
trustee as a matter of duty while the 
trusts were taxable entities during the 
winding-up and distribution period. 

A more definitive case in this con- 
nection is Bryant v. Commissioner, 185 
F 2d 517 (CA4, 1950). The appellate 
court, in affirming the Tax Court, re- 
jected the contention of the taxpayer- 
remainderman that she was taxable only 
upon the income she actually received 
after the deduction of trust termination 
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expenses chargeable to corpus. It was 
held that the “income currently dis- 
tributable” to her under section 162(b) 
and deductible by the fiduciary was 
governed by state law. The court said 
with reference to section 162(b): 


“The test of taxability is not the re- 
ceipt of income but the right to re- 
ceive it... and the right to receive 
the income of a trust depends upon 
the terms of the trust instrument and 
governing state law. ... The Tax 
Court followed the established rule in 
New York that only those expenses 
chargeable against income are de- 
ductible from income and those ex- 
penses chargeable against corpus are 
deductible from corpus.” 


In consequence, the “income currently 
distributable” and taxable to the re- 
mainderman was increased by the 
amount of such expenses which were 
lost to the trust which had no income. 
The reasoning in this and the other fore- 
going cases is the same as that em- 
ployed in cases ruling that the distribu- 
tion, prior to 1942 at least, of capital 
gains to a beneficiary is not deductible 
by a fiduciary under section 162 where 


7Simon v. Hoey, 88 F. Supp. 754 (1949), aff’d. 
180 F. (2d) 354, cert. denied 339 U.S. 966; Estate 
of Henry Rogers, 1 T.C. 629 (1943), aff’d. 143 F. 
(2d) 695, cert. denied 323 U.S. 780; William B. 
Weigel et al, Trustees, 34 B.T.A. 237 (1936), aff’d. 
96 F. (2d) 387. 
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state law or the will or trust instrument 
provide that capital gains constitute 
corpus.* 


Meaning of “Income” Confused 


However, the meaning of income for 
the purpose of the termination of trusts 
and estates became confused by a series 
of cases. “To whom are capital gains 
taxable” was the question before the 
court in Carlisle v. Comm., 165 F2d 
645 (CA6, 1948). The taxpayer was the 
residuary legatee under her husband’s 
will and was appointed executrix after 
his death in 1940. Several small partial 
distributions of the estate were made 
in early 1942 and the remainder of the 
estate was finally distributed to her on 
October 31, 1942. The estate had real- 
ized in 1942 a substantial long-term 
capital gain; 50% of this gain was re- 
ported on the fiduciary return for 1942 
and no claim was made for the deduc- 
tion of it as income distributed or dis- 
tributable to her as residuary legatee. 
In January of 1943 the local Probate 
Court approved the final distribution of 
ihe estate. 


The determination of the Commis- 
sioner that the administration of the 
estate terminated in 1942 was upheld by 
the Tax Court which regarded the pro- 
ceedings in the Probate Court in 1943 
as a “mere formalization of authority 
exercised in 1942.” This ruling does not 
appear to have been contested in the 
Court of Appeals which discussed only 
the issue of whether the estate or the 
legatee was taxable on the capital gain. 


The Commissioner took the position 


that entire net income shown on the 
1942 return of the fiduciary was taxable 
to the taxpayer-legatee. The apparent 
ground for this position was that, upon 
the termination of the estate in 1942. 
the capital gains were taxable to the 
residuary legatee under the 1942 amend. 
ment to section 162(b) which was ex. 
plained by the Senate Finance Commit. 
tee as follows:§ 


“Your committee bill adds an amend. 
ment to section 162(b) of the Code 
designed to include in the income of 
a legatee or beneficiary the income 
of the estate or trust for its taxable 
year which, within such taxable year, 
becomes payable to the legatee or 
beneficiary, even though it then be- 
comes payable as part of an accumvu- 
lation of income held until the hap. 
pening of some event which occurs 
within the taxable year. Such cases 
are usually cases where accumulated 
income of an estate is paid to a 
residuary legatee uvon termination of 
the estate or where income of a trust 
is accumulated for distribution upon 
the beneficiary’s reaching a specified 
age. The question of whether the in- 
come of an estate or trust for the 
taxable year in which it becomes pay- 
able as part of an accumulation is 
taxable on the one hand to the estate 
or trust, (or) on the other hand io 
the legatee or beneficiary has been a 
source of litigation in certain cases 
under existing law. This amendment 
is designed to clarify the law.” 


Kennedy,® takes the view that Congress 
was concerned only with the taxability 
of distributions of accumulated income 


S8CB 1942-2, p. 559. 


*Kennedy, supra, note 6, pp. 129-136; cf. Murphy, 
Fiduciary Gains And Losses—An Income Taz 
Chameleon, 6 Tax L. Rev. 85,94-5. 
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and not with conversions of principal in 
the form of capital gains. He points out 
that section 162(c) was not amended 
and that what is properly, or credited 
4s, income remains subject to state law. 







Counsel for the taxpayer apparently 
uged an argument in accordance with 
Kennedy’s views in the main. The ap- 
yellate court disposed of it in summary 
fashion by construing the Congressional 
purpose, revealed in the foregoing Com- 
mittee Report and in what it termed 
the inept phrasing of the 1942 Amend- 
ment, to overrule state law and substi- 
tute taxable income as the “income... 
which becomes payable.” Although the 
opinion is by no means lucid, it is the 
rule prevailing under the former In- 
ternal Revenue Code. With the excep- 
tion of one case cited below, the Carlisle 
case has not been judicially limited, 
disapproved or ignored. 


























Is Income to Decedent Corpus in 
Estate? 


In subsequent cases, the area of un- 
certainty regarding the meaning of “in- 
come” in section 162 and the avail- 
ability to the trust or estate of the deduc- 
tions under section 162(b) and (c) ex- 
panded. In Estate of Ralph A. Huesman, 
16 T.C. 656 (1951) the employer of 
the decedent owed him $80,517 as a 
bonus for his services. A testamentary 
trust was created under his will which 
provided for a bequest valued at about 
$98,000 to Loyola University. The bonus 
was paid to the estate which, pursuant 
toan order of partial distribution, paid 
it to the trustees who in turn paid it 
to Loyola on the same day. In the estate 
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income tax return, a deduction in the 
approximate amount of $37,000 for the 
estate taxes attributable to the bonus was 
taken under section 126(c). 


In addition to this deduction, the 
amount of the bonus was deducted under 
section 162. The Commissioner disal- 
lowed the deduction under section 162. 
The Tax Court ruled that the amount 
of the bonus due the decedent at death 
was corpus under state law and there- 
fore not deductible as income under sec- 
tion 162. With reference to section 126, 
the basic theory of the court was (i) 
that section 126 was designed to pre- 
vent the “bunching” of taxable income 
in the final return of the decedent, and 
(ii) that the definition of income in sec- 
tion 126 was not infused into the con- 
cept of income embodied in the deduc- 
tions allowable to trusts and estates in 
section 162. In substance, the state law 
determined the nature of the assets in 
the hands of the estate and the payment 
of the bonus, for the purpose was merely 
the conversion of a chose into cash. 


The appellate court held that Loyola 
received the cash in satisfaction of a 
right to corpus and that, even if it were 
income, distributions of income to a 
corpus beneficiary were not deductible.*® 
Accordingly, the court declined to con- 
sider whether or not an item of income 
in respect of a decedent taxable under 
section 126 might also be deductible by 
the estate or trust under section 162. 


The Tax Court maintained its views of 
the proper answer to this question in 


1oHuesman’s Estate v. Comm., 198 F. 
(1952). 


(2d) 188 
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Best... 


At First National, there’s a Man With a Plan 
who knows Georgia best. He’s experienced in 
handling the estate problems of newcomers 
to the State—people referred to First Na- 
tional by our colleagues everywhere. 


Send for a free copy of our booklet on 
estate planning. Customers of yours who are 
moving to Georgia will find it very helpful. 





Rose J. Linde, 17 T.C. 584 (1951) in 
which the taxpayer was the sole legatee 
of a decedent, and not his estate. One 
phase of this case related to the treat- 
ment of the proceeds received by the 
decedent’s estate in payment of his in- 
terest in a wine pool sold by a co- 
operative winery prior to his death. The 
Tax Court held that this was merely the 
payment of the claim owned by a de- 
cedent at death and was therefore a 
conversion of a principal asset into cash; 
in other words, while this was income 
as to the decedent, it was not income 
of the estate to which an income bene- 
ficiary was entitled. Accordingly, the dis- 
tribution of this cash to the sole legatee 
upon termination of the estate was. not 
a deductible distribution of income un- 
der section 162. 


However, the Court of Appeals over- 
ruled the Tax Court in an inscrutable 
opinion on this phase of the case. It 
held that, in terminating the estate, the 
payment of the proceeds of the wine pool 
interest sold before death was a distri- 
bution by the estate to the taxpayer- 
sole legatee taxable as ordinary in- 
come.!! In reaching this conclusion 
the court necéssarily employed the con- 


11Comm. v. Linde, 213 F. (2d) 1, 8 (1954). 


(Continued on page 329) 
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WHAT MAKES MARKET PRICES? 


BERNARD M. BARUCH 


Excerpts from statement before Senate Finance Committee, March 23rd 


N: ONE KNOWS WHETHER STOCKS 
are too high today. No one, not 
even the most experienced trader, econ- 
omist or businessman can predict with 
certainty the course of the stock market. 
Whether stocks rise or fall is determined 
by innumerable forces and elements, by 
economic conditions, the actions of 
governments, the state of international 
affairs, the emotions of people—even 
the vagaries of the weather. 

Scientific and technological develop- 
ments opening whole new vistas of en- 
terprise and investmen', could prove 
that large sections of the market are 
under-priced and other sections over- 
priced. 

Largely because of the crash of 192), 
the impression has built up that the 
stock market is the cause of booms and 
busts. Actually, it is the thermometer— 
not the fever. The stock market registers 
the judgments of multitudes of buyers 
and sellers about the many factors 
which affect business—what business is 
like today, what it will be like in the 
future. 


Thermometer and Fever 


This distinction between the thermom. 
eter and the fever is a crucial one. The 
thermometer should no: be blamed for 
reflecting all the unceriainties of a world 
which is neither at war nor at peace, 
or of the effects of the actions taken by 
different business managements or of 
the inflationary policies which have been 
pursued for so long. 

There has been much talk of “over- 
speculation.” Since the total volume of 
money and credit flowing through the 
economy has been expanding, larger 
sums are available for investment. But 
the supply of stocks to meet this demand 
has not increased proportionately. 

A number of structural changes in 
the stock market have developed in re- 
cent years. To list a few: 

The expansion of many industries 
has been financed through their own 


earnings and tax write-offs rather 
than through capital from outside. 


There has been a_ remarkable 
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growth of investment trusts and mu- 
tual funds. 


Some ‘institutions, like life insur- 
ance companies and savings banks, 
have entered the market as a result 
of the changed laws on their holdings. 


A further stimulus to the demand 
for stocks has come from the growth 
of tax-free pension funds and tax-ex- 
empt foundations of various kinds. 


The capital gains tax makes many 
investors reluctant to part with their 
holdings although, let me add, I do 
not favor any reduction in that tax 
at this time. 


Tides and Trends 


Thus far, the net effect of these 
structural changes appears to have been 
to drive the market upwards. But one 
must ask whether these same factors 
could not serve to aggravate any serious 
downward trend, if such a trend were 
to develop? 


The full implications of every form 
of tax exemption should also be re-ex- 
amined. With tax rates as steep as they 
are, business decisions are being deter- 
mined more and more by the tax posi- 
tion of a company or individual. 


However, we still find that the most 
important single factor determining the 
behavior of the stock market remains 
the condition of the economy, which, in 
turn, is dominated by the continuing 
cold war. 


Two main factors in the economy 
have caused the general rise in the price 
level of stocks—the dramatic expansion 
and improvement of so many indus- 
tries and the cumulative effects of the 
inflationary policies which have been 
followed over the last decade and a half. 


If any economic danger threatens to- 
day, it will be found not in the stock 
market itself but in the effects of this 
inflationary heritage. 


People invest in stocks for two op- 
posite reasons—in hope and confidence 
in the future of an enterprise, or in fear 
that the value of their capital will be 
lost through inflation. 


The basic reason why stock fluctua- 


tions today are so puzzling is because 
both these motivations are so active. 


Many businesses have increased en. 
ormously in value during recent years, 
This is evidence of a sound economy, 
At the same time, however, we have 
not yet ended the rise in the national 
debt even while taxes have been reduced, 


Protecting Tomorrow’s Dollar 


The small saver finds it difficult to 
protect himself from inflation by going 
into the stock market. He has neither 
the time or means to study individual 
companies to be able to distinguish be- 
tween good and bad management. And 
yet he must worry constantly what the 
savings he sets aside today will be worth 
10 or 15 years from now. Will they 
put his son or daughter through college? 
Will they provide a real nest-egg against 
old age or sickness? 


You can eliminate abuses of the stock 
market through regulations. Indeed that 
has largely been done by the SEC and 
the stock exchanges. But the only real 
protection the smail saver—or any 
group—can have is through the pre- 
servation of the credit and security of 
this country. 


The burden of our national debt | 
would be hardly one-half of what it is 
now if effective measures to prevent in- 
flation had been taken at the outset of 
both World War II and the Korean War. 


Both parties should pledge themselves 
to oppose tax reductions as long as the 
budget is unbalanced and our national 
security is in jeopardy. 


Self-Discipline—Self Protection 


Reduction of the capital gains tax . . . 
would improve the functioning of the 
stock market. But as long as the budget 
is unbalanced, to reduce anyone’s taxes 
is to shift the burden of the Cold War 
from one group and to impose a heavier 
burden upon other segments of the econ- 
omy. This is not the time for anyone to 
ask for more at the expense of others. 
We should realize that what is good 
for the country is good for all of us. 


TRUSTS AND ESTATES 









_ We are threatened by perhaps the 
‘most relentless enemy ever recorded, 
an enemy which talks peace while wag- 
ing ceaseless war. It may be a cold war 
that we face today but it is still a total 
war—psychological, economic, political, 
military and moral—all in one. 


Much of our weakness in foreign 
policy has come about because some 
people believed that the economy could 
not stand what is necessary for defense. 
Our economy can stand anything neces- 





that colleges have raised their tuition 
rates; of the understandable clamorings 
of policemen, firemen, teachers or other 
civil servants for pay increases to offset 
the reduction in their purchasing power. 
Every unit of government—city, state 
and federal—is struggling to adjust 
these demands. 


What kind of dollars is one to use 
to measure the price of stocks? If infla- 
tion is to persist many stocks may be 
underpriced today. 








by its people. It has been my experience 
that the American public will stand by 
the government and do what is required 
if they are told what needs to be done 
and why. 


Given an effective shield of defense, 
we can build an economy which can 
continue to support the freedoms we 
cherish. By replacing the fear of infla- 
tion with the confidence of stability, we 
can stand guard as long as may be 
needed, even while preserving for our 





















































— sary for its defense, provided we are If our general economic and security children and their children the oppor- 
: willing to discipline ourselves policies are sound, the stock market will tunity to better themselves through their 
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luced. helped make America great : ’ ity markets was slack in all but short- 
fe Today im this country we have some- terms, with an upward trend until the 
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OLIN MATHIESON CHEMICAL CORPORATION 


SUMMARY OF CONSOLIDATED RESULTS 





Includes only Domestic and Canadian operations 





Pro-Forma 





1954 1953 


$470, 108,000 $464,605,000 


60,554,000 67,659,000 
5.41 6.35 
26,262,000 37,566,000 . 

2.39 3.58 ti 
34,292,000 30,093,000 a 
3.02 2.77 0 
1,010,000 988,000 


19,018,000 15,992,000 


— es os 


TOTAL DIVIDENDS 20,028,000 16,980,000 


for) 


COMMON SHARES OUTSTANDING AT YEAR-END... 11,006,365 10,495,599 


Number of common stockholders 36,000 33,000 


— - = mw ou 


174,794,000 146,121,000 


4.2 3.4 
PLANT AND EQUIPMENT AT DECEMBER 31 345,433,000 325,709,000 


TOTAL ASSETS AT DECEMBER 31 619,867,000 562,890,000 


EMPLOYEES, INCLUDING OVERSEAS, 
AT DECEMBER 31 35,600 36,800 : 
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For a copy of the complete annual report 
for 1954, address the Office of the Assistant 
Secretary, Olin Mathieson Chemical Corpo- 
ration, 10 Light Street, Baltimore 3, Maryland. 


OLIN MATHIESON CHEMICAL CORPORATION 
New York, N. Y. Baltimore, Md. East Alton, Ill. 
THE PRICELESS INGREDIENT OF EVERY PRODUCT IS THE HONOR AND INTEGRITY OF ITS MAKER 


Mathieson industrial and agricultural chemicals ¢ Squibb pharmaceuticals e Super Pyro and U. S. I. 
Permanent anti-freezes ¢ Lentheric cosmetics ¢ Olin cellophane and polyethylene packaging films, 
industrial explosives, electrical products ¢ Ecusta fine specialty papers e Western Brass non-ferrous alloys 
and fabricated metal parts e Winchester sporting firearms » Western and Winchester sporting ammunition 
Frost Golden Pine and hardwood lumber e Ramset powder-actuated fastening tools e Powell insecticides 
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Lonc-RANGE OUTLOOK OPTIMISTIC 


A reasoned view of the outlook for 
the next two years would seem to lead 
to an optimistic conclusion. To begin 
with, we are at peace; we have an in- 
telligent and steady-nerved Administra- 
tion; and we have the military means 
to preserve the peace, including a total 
ascendancy over the only possible dis- 
turber — Communist China. Secondly, 
our price level, on balance, is relatively 
stable. Thus our industrial progress is 
unlikely to be disturbed by financial 
dislocations attendant upon either in- 
flation or deflation. Thirdly, our popu- 
lation is growing, our businessmen are 
confident and the people, by their evi- 
dent disposition to save, on one hand 
are displaying their confidence in the 
price level. and on the other are pro- 
viding the needed capital for continued 
business expansion. 


It is true that stock prices have risen 
strongly in the past year and a half and 
are therefore in many cases less attrac- 
tive than they were; nevertheless, the 
yields offered by stocks are still gener- 
ous in comparison with bond yields, 
and our great investing institutions 
seem likely to continue to find stocks a 
desirable haven for a substantial part 
of their accumulating investable funds. 

This does not mean that we are like- 
ly to see another forward surge in stock 
prices comparable to the past 18 


months. The gains since September of 


1953. have in considerable measure 
come from a complete reversal in in- 
Vvestor psychology from “gloom and 
doom” to confidence in our economy 
and in the present administration. It 
does seem reasonable to anticipate, how- 
ever, that the present mood of confi- 
dence will permit a full discounting of 
the substantial increase of corporate 
dividends which seems in prospect this 
year. It is our belief that aggregate 
corporate dividends in 1955 will be at 
least 10% ahead of 1954’s total pay- 
ments. Ali:hough this increase seems 
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likely to exceed the anticipated increase 
in corporate profits, it will be justified 
by the steadily growing financial 
strength of corporations resulting from 
the progressively more realistic level of 
depreciation reserves in relation to new 
expenditures on plant. 


It should be emphasized, however, 
that improvement in corporate earnings 
will by no means be uniform through- 
out the economy. We expect exception- 
ally good gains in earnings to be 
achieved by steel and non-ferrous metal 
producers, the insurance companies, 
many merchandisers, some of the auto- 
mobile manufacturers, .certain makers 
of building material, including plywood, 
and of course, the railroads, which will 
benefit from the increased traffic devel- 
oping from a higher general rate of 
industrial activity. 

WALTER MAYNARD 


SHEARSON, HAMMILL & CO. 


FULBRIGHT ECHOES 


They are talking about a very honest 
and honorable business which too few 
people know anything about. People 
will learn something about the stock 
market which they would never study 
about in books. Even the chief investi- 
gator himself seems to be surprisingly 
naive. The study of economics should 
be a “must” in college and courses 
should also be given in high school. It 
is surprising that men can rise to high 
office in the government and know so 
little about this vital subject. Whatever 
the public learns about the securities 
markets as a result of this “study,” i 
would seem that after it is over, there 
will be more people interested in invest- 
ing surplus funds than ever before. It 
will not make them want to stay out. 
The intelligent will seek advice about 
how they can make investments. 


There is one thing about the stock 
and bond markets which is not too well 
realized—they are the nation’s financial 
backbone and the pulse of all industry. 
They are the life blood of institutions, 
foundations, trusts, pension funds, mu- 
tual funds, life insurance companies and 
banks. They set the pace for govern- 
ment and corporation financing. They 
fix the value for loans. They are scru- 
tinized constantly by thousands in all 
branches of the financial world. With- 
out these markets which pulsate with 
the ebb and flow of the welfare of the 
nation, none of these instruments would 
be able to function. America as we know 
it would cease to be. To take from the 
small investor the right to borrow 


money to back up his judgment in the 
purchase of securities is to deprive him 
of the freedom which is his right. To 
regulate a free market unduly brings 
us one step nearer to socialism. 


Watpo M. ALLEN 
MITCHELL, HUTCHINS & CO. 


TECHNICAL APPRAISAL OF MARKET 


I have no technical measuring rod to 
estimate how high the averages will sell 
this year. I would estimate that we could 


‘very easily reach a new high on both 


averages sometime this spring, especi- 
ally since first quarter reports of busi- 
ness during the next few weeks in the 
steel, automobile and building fields and 
many other groups favor the bulls. 
However, I very much doubt that any 
such new high would exceed the previ- 
ous closing high on both averages by 
more than 5%. I would expect another 
setback in the market to take place 
carrying down into June. Whether the 
anticipated spring top will be the top 
on the averages for the year is very 
difficult to estimate at the present time, 
but it should not be the top on many 
individual stocks. It does not seem prob- 
able that another boom will be super- 
imposed on the present already highly 
dynamic economy, nor can I believe 
that another 100 point advance in the 
industrial averages will take place after 
the long rise of 165 points advance 
since September 1953, as some have 
been forecasting. Let me say right here 
that most economists agree that business 
in the first half of 1955 will be excellent 
with a distinct tapering off likely to 
occur this fall. In fact they are in such 
complete agreement that one is prompted 
to recall how completely they agreed 
on a business setback last year at about 
this time. 


Therefore, until there is conclusive 
evidence from technical studies that 
major distribution is taking place in 
the main body of stocks in the market 
the inescapable conclusion is that well- 
selected, long-term investment positions 
should be held and that reactions should 
be used to make careful purchases in 
previously unexploited issues. 


Obviously, I cannot see the bargains 
of a year ago in the same top-quality 
stocks. Prices have increased over 150% 
since 1949 on the Dow averages, and 
65% above the low of 1953, and that 
is quite a correction of the under-valu- 
ation that existed during the very con- 
servative appraisal of earnings and divi- 


dends from 1949 to 1953. A lot of dis- 
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counting of higher earnings has been 
done by the price of many of these 
“blue chip” securities. Just plain com- 
mon sense dictates prudence in buying 
many stocks that appear to be fully 
priced. It seems to me that the balance 
of 1955 will be a market for lighter 
blue chips. The spread in yields and 
price between the two groups have sel- 
dom been so wide and this gap should 
be narrowed. Some of the higher-priced 
stocks are already selling at 20 to 30 
times earnings. There are lots of other 
securities, which have been recently 
selling “ex-popularity,” that should do 
better in the months to come, and some- 
times the best values are to be found 
in the poorer acting groups of yester- 
day that will take over the leadership. 
Therefore, in viewing the market as a 
whole, it is absolutely necessary to 
recognize the character and volatility of 
the various groups, as the potentials 
from a price point of view in each group 
are different and stocks in every group 
require careful individual study. 


KENNETH WARD 
HAYDEN, STONE & CO. 


Distursinc Note 


Well-informed quarters believe that 
efforts will be made soon, probably in 


the Senate, to repeal last year’s modest 
reform of the double taxation of divi- 
dends. Such a short-sighted and back- 
ward step would be an unfortunate de- 
velopment for the form of economy we 
are trying to preserve against the at- 
tacks of socialism. While it is probably 
true that legislators find more votes 
among non-investors than among in- 
vestors, the important question they are 
dealing with is not tax relief, or even 
equitable distribution of taxes. The 
most important matter is whether private 
investors, small or large, are desirable 
elements in our economic society. If 
desirable, they should be encouraged. 
If private individuals should provide 
the pools of capital for machinery and 
plants for mass production and distribu- 
tion, that capital should receive all in- 
centive within reason. Surely, it would 
not be excessive generosity to tax earn- 
ings only once instead of twice. 


If private investors are an undesir- 
able element in our economy, then we 
might better embrace socialism directly, 
rather than by default. Capital in mod- 
ern society must be provided and if not 
by individuals, it must be furnished by 
government. Any Congress that discour- 
ages private capital, as it would by re- 
pealing the small step toward reform of 
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taxes on dividend income, is taking, 
probably unwittingly, just one more 
step toward socialism. 


A. J. CoRTESE 


A. M. KIDDER & CO. 
B.S 
Tax on New Canadian 


Domiciled Mutuals 
Unchanged 


The changes in Canadian taxes an- 
nounced the first week of April by Fi- 
nance Minister Walter Harris are in- 
applicable to the many recently formed 
U. S. investment companies domiciled 
across the border with one minor ex- 
ception. Funds electing to be taxed as 
non - resident - owned investment com- 
panies will continue to pay 15% on 
dividend and interest income less cer- 
tain minimal deductions. Funds not so 
electing and receiving all income from 
dividends and capital gains continue 
tax-free; net income from other sources 
will still bear a 20% tax on amounts up 
to $20,000, but above this figure the 
levy is reduced to 47% from 49%. 
Since these companies reinvest all in- 
come, other revisions are inapplicable. 

a &2 & 
California Leads 1954 
Mutual Fund Sales 


Residents of California invested 
$158 million in mutual funds last year, 
accounting for nearly 17.2 per cent of 
total national sales, according to a 
special regional survey made by the 
National Association of Investment 
Companies. New Yorkers were second 
with purchases of $125 million, or 13.6 
per cent of the national total, followed 
by Pennsylvania with $5914 million, 
or 6.5 per cent; Illinois with $51 mil- 
lion, or 5.5 per cent; Massachusetts 
with $45 million, or 4.9 per cent; and 
Missouri with $4214 million, or 4.6 
per cent. Together these half dozen 
states accounted for more than half the 
nation’s sales of mutuals in 1954. 

& A A 


New Investment Fund Looks 
South of the Border 


In the wake of the recent flood of 
American investment company capital 
pouring northward to Canada, have 
come plans to organize an American 
domiciled closed-end investment fund 
to invest in new as well as established 
companies in Latin America. The sug- 
gestion for making such group invest- 
ments south of the border met with an 
enthusiastic reception early last month 
at the Inter-American Investment Con- 
ference in New Orleans when proposed 


by Rudolf S. Hecht, past president of 
the A.B.A. and former president and 
chairman of the Hibernia Bank and 
Trust Co. He has been instrumental in 
organizing the new company in con. 
junction with several American invest. 
ment bankers and business men. 


The investment objective of the new 
fund will be the securing of capital 
gains and it is expected to have its ma- 
jor appeal among the more sophistica- 
ted investors. Its resources will be in. 
vested in varying ratios up to a maxi- 
mum of 40% with South American 
capital in individual commitments. The 
initial offering, which possibly may be 
public, will be limited to between 10 
and 15 million dollars since it is felt | 
that this is the maximum that could be 
invested in the projected type of com- 
panies within a reasonable time. Even 
then, the new fund might temporarily 
invest some of its assets in seasoned 
Latin American securities. Eventually 
Mr. Hecht and the fund’s other spon- 
sors expect to raise well over $100 mil- 
lion for this newest venture of American 
investment capital in foreign countries. 


A A A 


Putnam Fund Will Invest 
in Lease-Backs 


Inaugurating what is believed to be 
the first direct investment of a mutual 
fund in real estate, the George Putnam 
Fund of Boston has obtained approval 
of its shareholders to acquire real prop- 
erty through sale-leaseback arrange- 
ments. These involve construction of a 
tailor-made facility by a company of 
high credit rating and its sale to the 
investor who leases it back for a term 
to the original company. Of course, in- 
surance companies, endowment funds, 
charitable institutions and __ pension 
funds have employed this device for in- 
vesting in real estate for some time. 


Aiming for a return of from four to 
four and a half per cent, Putnam will 
enhance the income from the stable 
portion of its portfolio without sacrifi- 
cing quality. Total net rental is expected 
to come to 814%, the balance between 
this and the interest amortizing the 
property over twenty years. Individual 
commitments will range from $200,000 
to $14 million. Putnam is limited in 
making such investments to 10% of 
total assets, but as a practical matter 
will restrict its commitments in the 
lease-backs to 5% or $5 million. Effort 
will be made to diversify holdings 
geographically, preference being made 
where possible for sections of the coun- 
try with a marked growth trend. 
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Only STEEL can do so many jobs so well 


Fresh Air Design. That startling building is a parking 
garage. The walls are made from over 11 miles of USS 
Stainless Steel strand, held tight under 1000 Ibs. tension 
with American Quality Springs. The strand prevents cars 
from rolling overboard, and makes this garage one of the 
most beautiful buildings in Chicago. 


Hot Pickles. those bottled pickles are taking their last 
ride on a USS Cyclone flat wire conveyor belt. Notice the 
open mesh that allows heat and steam to escape. Cyclone 
makes all types of conveyor belts, including types that can 
actually curve and go around sharp corners. 
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Tomorrow's Sirloin Steak needs a square meal today. In 
the South, many farmers treat their pastures with USS 
Basic Slag—a high phosphorus, high-lime by-product of 
U.S. Steel’s southern steel-making process. Basic Slag en- 
courages the growth of thick, rich pasture grass. 


Portable Steam. It’s actually a steam radiator, but you 
can move it to any room and plug it into any wall socket 
for fast, even fume-free heat. The radiator is made entirely 
from USS Steel. As a result, the unit is light and strong; and 
it heats up 4 times faster than a comparable heavyweight 
iron radiator. 


SEE THE UNITED STATES STEEL HOUR. 

It’s a full-hour TV program presented every i 
other week by United States Steel. Consult 

your local newspaper for time and station. 


For further information on any product mentioned in this advertisement, write United States Steel, 525 William Penn Place, Pittsburgh 30, Pa. 


This trade-mark is your guide to quality steel 


AMERICAN BRIDGE . . AMERICAN STEEL & WIRE and CYCLONE FENCE . . COLUMBIA-GENEVA STEEL . . CONSOLIDATED WESTERN STEEL . . GERRARD STEEL STRAPPING . . NATIONAL TUBE 
OIL WELL SUPPLY . . TENNESSEE COAL & IRON . . UNITED STATES STEEL PRODUCTS . . UNITED STATES STEEL SUPPLY . . Divisions of UNITED STATES STEEL CORPORATION, PITTSBURGH 
UNITED STATES STEEL HOMES, INC. - UNION SUPPLY COMPANY + UNITED STATES STEEL EXPORT COMPANY + UNIVERSAL ATLAS CEMENT COMPANY 5-469 
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CLEAN BILL oF HEALTH 


The first, and probably final, round of 
the stock market study conducted by 
the Senate Banking and Currency Com- 
mittee has been completed amid vio- 
lently conflicting opinions of the com- 
mittee members as to its accomplish- 
ments. Pre-hearing auguries of a strictly 
factual approach were not long in dis- 
appearing as minority members took 
exception to questions interpreted as 
critical of Administration policies. It is 
probably vain to expect any Congres- 
sional proceeding to shun politics, espe- 
cially when the financial community is 
involved, but more fact finding and less 
partisan wrangling might have devel- 
oped more light. 


Inquiry into the realm of economics 
labors under the handicap, at best, of 
trying to gauge forces which resist exact 
measurement. In attempting to determine 
whether stock prices are too high, the 
committee was in trouble before it 
started; in fact, only three witnesses 
voiced doubts of the soundness of the 
market’s fundamentals, although it was 
freely acknowledged that an increasingly 
speculative tinge had been developing in 
recent months. Buoyant confidence, it 
was likewise brought out, has registered 
record outstanding totals in the mort- 
gage and installment credit markets. 
While little of a definite nature has been 
established about stock prices in general, 
the wide publicity given the proceedings 
may have some effect in curbing specu- 
lative excesses and rampant tipsterism. 


It is too soon to assess long-range re- 
sults or possible legislative recommenda- 
tions but no need for broader super- 
visory powers than are already available 
to the SEC was demonstrated. Chairman 
Demmler of that agency disavowed any 
desire for larger jurisdiction and praised 
the financial community for a satisfac- 
tory job of self-policing. Senator Ful- 
bright’s concurrence that no major 
abuses requiring immediate correction 
had been uncovered, in contrast to his 
earlier attitude, was hailed by the mar- 
kets with a sharp advance, with an as- 
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sist from the optimistic appraisal of the 
economy presented by Mr. Baruch. 


It was discouragingly clear that few 
of the committee members had any 
knowledge of how exchanges function or 
of the broad regulatory powers of the 
SEC to protect the public. Also in evi- 
dence was the implication that capital 
gains represent a vaguely improper form 
of gambling rather than the reward for 
providing risk capital for enterprise. 
Modification of capital gains and divi- 
dend taxation was advocated by several 
witnesses but, in general, these subjects 
failed to receive the thorough discussion 
which their importance merits. 


Both Messrs. Funston and McCormick 
cited the reluctance of investors with 
large paper profits to sell stocks but 
their presentations apparently lacked 
persuasiveness. It remained for Mr. 
Eccles to frame the most cogent plea 
for a graduated holding scale which 
would eventually become tax-free. Sena- 
tor Fulbright argued that to grant more 
favorable treatment to capital gains and 
dividends would increase the attraction 
of investment stocks, with larger demand 
and higher prices. This thinking ignores 
the seller’s ability to withdraw without 
undue tax penalty, thus keeping the 
supply side fluid. Some constructive dig- 
ging remains to be done in this field to 
effect modification of an economically 
unsound tax basis, even though, for fis- 
cal reasons, both Secretary Humphrey 
and Mr. Baruch refrained from recom- 
mending any change until the budget is 
in balance. 


Mr. Baruch’s appraisal of existing con- 
ditions on the concluding day of 
scheduled hearings sounded an opti- 
mistic note based upon keen insight and 
good sense. He asserted that whatever 
economic danger there may be lies not 
in the stock market but in the heritage 
of the past 15 years of governmental in- 
flationary policies. 


Among the highlights of the hearings 
was the testimony of Chairman Martin of 
the Federal Reserve Board who made a 





valuable contribution in defining the es. 
sential functions of the stock markets 
in making possible our system of mass 
production and distribution. The impact 
of existing tax laws upon raising cor. 
poration capital requirements was ably 
pinpointed by Chairman Fairless of 
United States Steel who stated that the 
Corporation’s $300 million financing by 
serial notes would have been five times 
as costly if Steel had resorted to stock 
financing. 


Lookouts WATCHING THE Horizon 


The confident tone of the business pic- 
ture during the first quarter has estab. 
lished the authors of optimistic first-of- 
the-year forecasts as grade-A prophets, 
at least thus far. Improved first quarter 
earnings are looked for in most lines in 
step with rising industrial indices. But 
some observers feel that a note of cau- 
tion should be sounded about the boom. 
ing pace of home construction and its 
financing, while others are warning that 
the record rate of motor car production 
and the attendant volume of installment 
paper are bringing about a situation 
which may be troublesome later. Critics 
of the building scene have been repeat- 
edly forced to eat their dire predictions 
since the end of World War II and the 
yearly achievements of the motor makers 
have likewise confounded the more 
timorous, yet there are still many well- 
informed die-hards watching develop- 
ments in these sectors. 


Recent denials of unsound boom con- 
ditions in home construction have come 
from such a source as Dr. George Cline 
Smith, economist of F: W. Dodge Cor- 
poration, the foremost statistical organ- 
ization in this field, who expressed the 
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opinion that the country had been under- 
built for some years and that the initial 
1955 pace of around 1.5 million home 
starts was not excessive, even against 
an estimated new family formation of 
only 650,000. The principal pressures 
making for tremendous activity follow- 
ing the war years have included shifts 
in population centers, upgrading of liv- 
ing standards and the swing to the 
suburbs. Older facilities are being out- 
moded and, with rising family income, a 
growing percentage of the population ap- 
pears determined to enjoy larger space, 
light and recreation. This is all to the 
good unless desires outrun ability to pay, 
and there are many who believe that the 
dividing line between solvency and fore- 
closure in the home market is a fine 
one, dependent upon continuation of 
industrial employment at a high level. 


While there is no reason to fear 
marked loss of momentum in the near 
future in this very important branch of 
activity and the assurance of adequate 
mortgage funds on reasonable terms is 
not in doubt, some evidence already 
points toward a tightening in the money 
market, with lenders shying away from 
such easy terms as ruled in 1954. Rapid- 
ly disappearing, if they have not already 
gone entirely, are the no-down-payments 
and long maturities in favor of some 
cash, shorter maturities and more care- 
ful appraisal of the individual credit 
risk. Because of the far-reaching ramifi- 
cations of the industry as it affects build- 
ing components, home furnishings, ac- 
cessories and a multitude of associated 
lines, not to forget the pay checks of the 
approximately 2.5 million construction 
workers, any setback in the rate of home- 
building would have a marked impact 
upon consumer buying power which 
could adversely reflect upon the servic- 
ing of existing installment contracts. 


The total mortgage debt outstanding 
at the end of 1954 on one-to-four- family 
non-farm homes is estimated at $75 bil- 
lion, as compared with the 1945 figure 
of $18.5 billion. This rapid expansion 
appears somewhat alarming to many 
students but, in fairness, there are off- 
setting arguments relative to rate of pop- 
ulation growth, higher costs reflecting 
the lower dollar value and the ratio of 
debt to disposable personal income, as 
shown in the charts herewith. The pur- 
pose of this note is not to predict im- 
minent collapse of a dangerously specu- 
lative situation but solely to indicate the 
basis for the disquiet with which some 
people view the relative burden of home 
debt at this time, lest a continuing sharp 
tise should make the structure topheavy 
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or if overbuilding should bring greater 
than normal vacancies. 


In the motor industry, total factory 
sales for January-February set an all- 
time record at 1,471,599 units compared 
with the previous 1951 record of 
1,225,161. The production push is gen- 
erally credited to fears of serious labor 
disputes in the impending efforts of the 
union leaders to obtain a guaranteed 
annual wage. Regardless of their success 
or failure, it is unlikely that manage- 
ment will emerge without having granted 
concessions which spell higher produc- 
tion costs, leading to a profit squeeze or 
higher car prices. Here is another im- 


portant part of industry upon which 
thousands of other suppliers are de- 
pendent, and the earnings and buying 
power of these workers could be, at least 
temporarily, unfavorably affected by 
lower operating levels or shutdown. 


The intensified competition in mov- 
ing this immense motor car output into 
the hands of the public has forced price 
concessions, regardless of the form in 
which expressed, on the part of sellers, 
with demands upon financing sources 
for lower down payments and longer 
terms. The dangers inherent in such con- 
ditions were commented upon in late 
March at the National Installment Credit 
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Conference in St. Louis where several 
speakers acknoweldged that a severe 
strain was being placed upon loaning 
sources to keep within proper risk limits 
and still get the business. Certain ele- 
ments are inevitably placing marginal 
and sub-normal risks upon the books 
which are vulnerable to the slightest 
jiggle in the business picture. This is not 
to imply that the loss ratio is due for a 
sudden climb but sales pressure may 
spread poor practices while the current 
fast production pace persists. Dr. Marcus 
Nadler recently estimated that consumer 
credit has expanded by around $1 bil- 
lion over the past year. 


The following quotation from Current 
Trends of February, published by the 
Federal Reserve Bank of Philadelphia, 
perhaps sums up the feeling of those who 
are eyeing the housing and motor fields: 
“Now that these short-run adjustments 
have been completed, the argument goes, 
the economy is free to move upward on 
its long-run growth curve. This analysis 
may well be correct, but it sometimes 
seems to induce a sort of happy fatalism 
— a philosophy of ‘relax and enjoy it.’ 
At the opposite extreme, both the mild- 
ness of the late recession and the appar- 
ent success in predicting it may have 
made us over-confident in our ability to 


determine events. You sometimes get 
the impression that serious recessions 
no longer can happen because we now 
can tell when trouble is coming and what 
to do about it.” 


Prorits In GrowtTH STocKs 


In spite of the perplexing problems 
which the selection of growth stocks 
poses for the professional investor, they 
will continue to occupy a prominent 
place in portfolio planning except where 
maximum current income is paramount. 
The extraordinary rewards of astute 
selection are such that analysts are con- 
stantly appraising new candidates for 
this preferred rating with the hope of 
picking sleepers at reasonable P/E 
ratios, before their assumption of the 
“growth” tag causes them to command 
a premium price. 


An instructive contribution to the 
subject by Robert W. Anderson in the 
latest Harvard Business Review tabu- 
lates the superior performance of stocks 
of this type over nearly 18 years, from 
the end of 1936 until September 30, 
1954, and shows that their capital ap- 
preciation outstripped the strictly “in- 
come” stocks by 215% against 64%. 
To avoid the risk of hindsight in se- 





aims of your trusts and estates. 


FOR YOUR BENEFIT— 
OUR INVESTMENT EXPERIENCE 


You know the importance of sound judgment in 
solving any problem wisely. You know too that this 
comes only after years of training and practice. 


A wise decision about investments for the trusts or 
estates you direct also demands this factor of sound 
judgment. Why not let us supplement your knowl- 
edge? Why not let us save you hours of precious time? 
Call on the services of our Investment Advisory Com- 
mittee, a group of men with many years of experience 
in dealing with all sorts of investors’ problems. You 
can avail yourself of their familiarity with the gamut 
of securities, from AAA bonds and tax exempts 
through convertibles to growth common stocks, in 
selecting the combination of issues best suited to the 


You can take advantage of this service immediately, 
without cost or obligation on your part. Write today 
for free booklet describing this committee fully. 


L. F. ROTHSCHILD & Co. 








Write today for your copy of our 
pamphlet, telling you more of our 
Investment Advisory Service. 
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lecting candidates for this list, com. 
panies actually recommended in the 
growth group by advisory organizations 
in 1936 make up the 25 companies and 
it is worthy of comment that they would 
largely qualify for the same rating to. 
day. Assuming an initial investment of 
$100,000 in each company at that time 
and held unchanged, they outpaced not 
only the “income” stocks but also the 
D-J and Standard industrial stock aver. 
ages. 


The study likewise points out the 
failure of the managers of ten selected 
investment companies to benefit to the 
maximum from use of these 25 stocks. 
Over-all performance of the investment 
companies, which included both open 
and closed-end types and conservative 
and aggressive techniques, was good but 
inferior, except for two investment 
companies, to the rate of capital gain 
in the growth stocks. Although man- 
agement used the selected stocks freely 
at various times, a study of year-end 
portfolios showed that the highest per- 
centage of possible appearances was 
registered by Standard Oil (N.J.) at 
54.4%. Only one stock was held by as 
many as three funds during the entire 
period, two stocks by two funds and 
three stocks were held by one fund. 
The contention is that the investment 
companies would have turned in a su- 
perior performance by buying and hold- 
ing these selected growth stocks in 
amounts which their size and principles 
of diversification permitted, instead of 
turning over their industrial portfolios 
approximately each five years. 


The growth group, referring to in- 
dustrial stocks alone, in addition to 
all-around better performance, seems 
about as resistant to broad market price 
declines as the defensive stocks, al- 
though Mr. Anderson concedes that his 
findings are still far from conclusive. 
The author also points out that careful 
digging will often turn up sound values 
slated for future stardom which are 
preferable to the “haloed” bellwethers 
selling at high multiples of earnings. 
The trick here is to use imagination and 
an open mind in seeking sleepers in 
groups currently in disfavor but which 
are susceptible to recovery and profit- 
able development under changed condi- 
tions. While management must always 
be the vital factor, it is necessary to 
have patience to stay with one’s con- 
victions as long as careful review dis- 
closes no flaws in the original concept 
or deterioration in the company’s posi- 
tion. 
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1954. Corporate Profits Up 4% 


Corporation earnings for 1954, as 
represented by a compilation of results 
of 3,442 companies in 70 major indus- 
try groups prepared by The First Na- 
tional City Bank of New York, were 
$14.4 billion, a 4% increase over the 
previous year. Expiration of the excess 
profits tax contributed to the improved 
performance but, in spite of the overall 
good tone, with a few exceptions such 
as transportation and the various tex- 
tile lines, some 44% of the individual 
companies reported decreases. 


Excluding the financial groups, the 
net profit margin of all companies aver- 
aged 6.1 cents per dollar after taxes, 
as contrasted with the 5.6 cents turned 
in both in 1952 and 1953. Where lower 
sales and pre-tax earnings were re- 
ported, the decline was eased either 
fully or in part by lower federal taxes. 
Shareholder equity is estimated to have 
grown by around $9 billion to a total 
of $140 billion, and upon this figure 
the 1954 net earnings represented an 
average net of 10.3%, a slight down- 
swing from the previous two years. 
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Stockholder Relations Surveyed 


The Annual Survey of the Share- 
holder Relations Policies of 1,000 In- 
dustrial Corporations has been pub- 
lished for free distribution by “Finan- 
cial World,” sponsor of the interna- 
tional competition in annual reports, 
marking the ninth yearly review of 


this subject by survey director Weston 
Smith. 


The variety of listed mailings sent to 
shareholders, investors and security an- 
alysts includes interim earnings reports, 
dividend inserts, welcome and regret 
letters, post-meeting reports, stock- 
holder factbooks and statistical year- 
books sent to security analysts and pro- 
fessional investment advisers. 


The broadest improvement has been 
shown in regard to the annual report. 
The number of annual report advertisers 
has increased to 26.6% of responding 
corporations, while the managements 
employing counsel in financial publicity 
and shareholders relations has expanded 
to 22%. 

AAA 


@ Employees with five years or more 
service at First National Bank of Jersey 
City, N. J., received last Christmas not 
only the usual cash Christmas gift, but 
also one share of the common stock of 
the bank. Ninety-five employees were 
eligible. 


306 








NET INCOME OF LEADING CORPORATIONS 


1953 AND 1954 
(In Thousands of Dollars) 








Reported Net Income 
Industrial After Taxes 
Groups 1953 1954 


Per Cent 
Changet 





Baking 54,612 $ 54,089 
Dairy products 72,954 84,742 
Meat packing 56,054 28,797 
Sugar 21,456 26,187 
Other fO0d Products ceccccccccccccecsseessee 261,615 279,271 
Soft drinks 42,271 43,729 
Brewing 32,193 26,796 
Distilling 79,922 71,276 
Tobacco products 130,140 139,660 
Cotton goods 58,025 31,135 
Silk and rayon 39,224 29,394 
Woolen goods 2,378 D-4,941 
Hosiery, knitted goods. 9,017 5,373 
Carpets, floor coverings ... 20,929 17,953 
Other textile products 60,662 42,469 
Clothing and apparel 16,924 13,063 
Shoes, leather, etc. .......... 33,995 34,765 
Tires, rubber products 187,279 171,552 
Lumber 82,378 80,489 
Furniture, wood products ........... 17,432 18,890 
Paper and allied products. 308,004 335,850 
Printing and publishing 37,048 39,395 
Chemical products  ..........0 645,584 752,688 
Drugs and medicines ..... 89,479 105,773 
Soap, cosmetics, etc. ....... 73,442 89,604 
Paint and varnish 63,723 73,326 
Petroleum prod. and refining 2,423,985 2,456,233 
Cement 65,701 88,710 
Glass products 105,981 123,198 
Other stone, clay products 122,483 144,018 
Iron and steel 736,044 635,173 
Agricultural implements ............... 127,005 113,114 
Building, heat., plumb. equip. 112,453 113,314 
Electrical equip., radio & tv.... 457,734 516,583 
Hardware and tools 37,679 33,231 
Household appliances .... 56,020 52,895 
Machinery 264,592 253,469 
Office equipment 93,998 114,182 
Nonferrous metals oececcccccsseccssssssssceeesee 324,038 321,327 
Instruments, photo. goods, etc. 105,718 142,734 
Other metal products 190,442 192,305 
Autos and trucks 696,012 812,515 
Automobile parts ..... 164,208 138,742 
Railway equipment 79,397 65,450 
Aircraft and parts 176,273 271,983 
Mise. manufacturing 87,000 99,845 
Total manufacturing 8,923,503 9,280,346 
Coal mining-c 29,030 14,490 
Metal mining-c 64,409 70,769 
Other mining, quarrying-c 43,436 52,482 
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Total mining, quarrying ......... ss 136,875 137,741 
Chain stores — food 71,993 84,692 
Chain stores — variety, etc. ..... 121,800 112,059 
Department and specialty ............ 143,530 147,256 
Mail order 168,054 177,182 
Wholesale and miscellaneous 68,866 75,729 








Total trade 569,243 596,918 
Class 1 railroads-.. 902,031 673,597 
TR UCUAOTR, BTN TOUS cceicessesiscsscinsssssnnnsessciese 18,103 18,734 
Shipping 27,245 18,381 
Air transport 52,207 56,880 
Mise. transportation 26,262 28,602 

















Total transportation 1,025,848 796,194 


Electric power, gas, etc. 1,192,526 1,321,319 
Telephone and telegraph 571,346 641,249 





Total public utilities 1,763,872 1,962,568 
Amusements 39,057 49,669 
Restaurant and hotel 13,309 12,373 
Other business services 72,112 94,189 
Construction 26,237 22,869 











Total amusements, services, etc. 150,715 179,100 
Commercial banks 665,002 712,324 
Fire and casualty insurance 167,205 178,825 
Investment trusts once - 299,779 353,380 
Sales finance 173,339 190,427 
Real estate 17,122 27,003 











Total finance 1,322,447 1,461,959 








8,442 Grand total $13,892,503 $14,414,826 


+—Increases or decreases of over 100% not computed. 

e—Net income is reported before depletion charges in some cases. 
e—Figures in most cases exclude capital gains or losses on investments. 
D—Deficit. 
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How's the Market? 


Not a bad question these days. ..one which unfortunately can t 
be answered realistically here and now. But Mr. Foster Cooper 
and his staff are quite real... and very realistic when handling 
all types of security transactions for our clients. 


That's Mr. Cooper, scanning the financial news ticker for 
up-to-the-minute news on an important market development. 
Behind him are several members of his department, experienced 
traders in touch with dealers and brokers on various exchanges 
across the country. 


They're part of City Bank Farmers team of top-flight “pros” Cj B k KE: 
... outstanding in the field of managing money for individuals ily an armers 
and corporations. Isn't that the kind of team you want to help CHARTERED 1622 Trust Company 
manage your financial affairs? 22 William Street. New York. N. Y 

We would like to send you a copy of “How To Get The Telephone: BOwling Green 9-1200 
Most Out Of Your Investments.” It describes our Investment Trust Affiliate of 
Advisory Service, which many clients feel is more than worth The National City Bank of New York 


the modest annual fee. Just drop us a line, or telephone for your 
copy...no cost or obligation. 
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Painting by Marshall Johnson in collection of State Street Trust Co., Boston 


ODAY’S FOOD AND GROCERY MANU- 
facturing industry has become a 
dynamic growth industry. It is produc- 
ing a wonderful new basket of groceries. 
In fact, there is as much difference be- 
tween today’s grocery basket and the 
‘ pre-World War II basket as there is 
between the 1939 and 1955 automobile. 
The wide and growing assortment of 
new and improved grocery products 
which the industry manufactures pro- 
vides many “dividends” to the con- 
sumer. These dividends include better 
nutrition, improved quality, wider va- 
riety, greater tastiness and the many 
time-saving and convenience services 
now “built into” modern grocery prod- 
ucts. As one striking example of this, 
consider the following. 

A few years ago it used to take about 
514 hours a day to prepare meals for a 
family of four. Today, comparable meals 
of easy-to-serve foods can be prepared 
in only about 14% hours—or 4 hours 
a day for the homemaker’s other activi- 
ties. 

Partly because of this record of grow- 
ing dividends for the consumer, the 
grocery manufacturing industry has 
been able to show an excellent record 
of reliable and increasing dividends for 
shareholders, plus an expanding outlet 
for investment funds. Most of the time 
we at Grocery Manufacturers of Amer- 
ica are hard at work explaining to the 
consumer and the farmer that only a 
small fraction of the retail food dollar 
represents net profit of the food manu- 
facturer. This is of course true. But we 
equally welcome this opportunity to 
point out to the investment community 
that, despite its low profit per dollar of 
sales, the industry’s tremendous sales 
volume permits it also to do well by 
its stockholders. Let’s first examine the 
industry’s overall trend in profits. Then 
we can look behind these abstract earn- 
ings figures to the trends in capital in- 
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vestment, research, production, sales 
promotion and consumer buying which 
have brought the industry where it is 
today and which promise an even better 
performance in the future. 


Profit Trends 


From the consumer’s standpoint, the 
grocery industry is one of low and de- 
clining profit margins. Based on the 
GMA sample of 89 representative com- 
panies, the net profit — after taxes — 

er dollar of sales declined from an 
average of 4.6 cents in pre-war 1939 
to 2.5 cents in 1954, 

The long-run decline in the profit 
ra‘e on sales in the last fifteen years 
has definitely not meant a decline in 
the industry’s earnings in total dollars, 
or per dollar of investment. While profits 
per dollar of sales have been cut in half, 
the past fifteen years have witnessed 
such a tremendous increase in dollar 
sales that total dollars of profits have 
roughly doubled. 

From the investor’s standpoint, one 
of the important profit measures is earn- 
ings per dollar of stockholder’s equity. 
The food manufacturing industry has a 
good record in this respect, and one 
which is more stable than manufactur- 
ing industry generally. In boom years— 
or years of heavy defense spending— 
food manufacturers’ net profit rate on 
stockholders equity is of course some- 





An intimate §ac- 
quaintance over 
many years with the 
problems of the gro- 
cery manufacturing 
industry lends au- 
thority to the au- 
thor’s observations 
on industry trends 
and future prospects. 
The work of the or- 
ganization which he has headed for nearly 
25 years has covered all phases of this 
rapidly expanding field. 





DIVIDENDS FROM MODERN 


DYNAMICS OF INDUSTRY 





5 


FOODS 


GROCERY BASKET 


PAUL S. WILLIS 


President, Grocery Manufacturers 
of America, Inc. 





what below the defense industries, and 
below the average for all manufactur- 
ing. In recession or depression years, 
it is much better. In “normal” years it 
is about the same as manufacturing 
generally. 

Consider these facts, for example: In 
1954 manufacturing industries as a 
group earned an average of 9.5 cents 
per dollar of stockholder’s equity. Food 
manufacturers earned an average of 
about 8 cents. Admittedly, the food rate 
was somewhat below average. Now 
let’s look back to the bottom of the 
depression. In 1932 food manufacturers’ 
net profits averaged about 4 cents on 
stockholder’s equity against an average 
net loss of % cent for manufacturing 
as a whole. In 1933 food processors 
earned about 6 cents on stockholder’s 
equity against 2.5 cents for manufactur- 
ing generally. Even in so mild a reces- 
sion year as 1949, the food manufactur- 
ing figure was slightly better than the 
general figure. In the relatively “nor- 


mal” year of 1939 the food average was | 


about equal to all manufacturing. 


Capital Expenditures 


The grocery processing group has 
been a growing outlet for investment 
funds. In recent years, the industry has 
continued to expand its outlays on new 
and modernized plant and equipment, 
even though capital spending by most 
other manufacturing groups has been 
slightly lower. For example, based on 
the latest McGraw-Hill survey, food pro- 
cessors plan to spend about 10% more 
for capital improvements in 1955, com- 
pared with a decline of about 7% for 
all manufacturers as a group. 

Many people might think that it 
doesn’t cost much money to operate a 
grocery manufacturing business. But 
the fact is that the grocery manufac- 
turers have a much heavier capital in- 
vestment per production worker than do 
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manufacturers generally and this gap 
has been widening as plants and equip- 
ment have expanded. Back in 1939, 
capital investment was $7,500 per pro- 
duction worker as compared with a 
$6,000 average for all manufacturing. 
Today, capital investment per produc- 
tion worker is $16,500 as compared 
with around $12,500 for manufacturing 
generally. 

This growth of capital expenditure 
reflects continuing efforts to do the 
job ever more efficiently and at lower 


1920’s and 1930's. Before 1940 it was 
the historical experience that as na- 
tional income increased, the fraction of 
income spent for food decreased. Up to 
that time, food expenditures in dollars 
went up when income rose, of course, 
but percentage-wise the food increase 
was less than the income rise. This rela- 
tionship has been fundamentally changed 
in recent years. Today, with higher na- 
tional income, food expenditures repre- 
sent about 25% of disposable per capita 
income—against 23% in the late 1930's. 


and freedom of choice in consumer pur- 
chasing; the consumer’s greater knowl- 
edge of nutrition; her growing recogni- 
tion of the value of eating balanced 
meals; and her appreciation of the 
“built-in kitchen services” in modern, 
convenient, ready-to-serve foods. 


Research and New Product 
Development 


Let’s take first the matter of new 


product development, variety and _ se- 
lection. They are all part of a package. 
) J Pp 8 


“ers cost. But in addition, it reflects the tre- This performance is even more spec- This industry has become a scientific 
mendous sales and production expan-  tacylar when considered in the light of operation, guided by research every 
sion of the industry—the processing of the following: if we Americans today step of the way. Today’s grocery shelves . 
more food for more people, new foods, yore buying per person only the types imclude a vast number of new items 
ia and the higher degree of processing and and amounts of food bought in 1939— which were in the test tube stage five, 
tiie. packaging —with waren built in” kit- 344 which in that year cost 23% of ten or fifteen years ago. Research by 
aha, chen and maid services for the home- “after tax” income—we could buy the grocery manufacturers has shaped and 
ars it merece. equivalent annual grocery basket at to- developed these products. As a result, 
ring A Growth Industry day’s prices for only 17% of income. Mrs. ayes today eo ee - 
Food processing has traditionally not But we are actually spending 25% and pers — = si Prvarongnte: ae 
e: In ff been considered a growth industry but for a very different and mane Saappenent n on . . b t 6.500 "oo ot a 
aS a § this situation has greatly changed. Per. basket of food. The eight point differ- pias sag A paaniagMleat is Gas 
cents 9 formance in the boil fifteen years has CNC nearly 507%, is the degree to which elas acne eat ag? se ee 
Food § been one of unusual vigor and expan- the people of America have improved ‘ =" ‘ 
e of &f sion, as consumer expenditures for food their eating habits in terms of quaniny, Food and grocery manufacturers em- 
|rate # have risen from about $16 billion in ality and the many new processing, ploy more than 6,400 scientists and tech- 
Now ff 1939 to $64 billion in 1954 and will Packaging and convenience services nicians. They are constantly seeking 
f the ff probably top $65 billion in 1955. This Provided for the 1955 diet. new and better products, better pro- 
irers’ &f js, in fact, a most conservative estimate, Apart from population and income C°SS!"8 methods, better packaging and 
son ff since grocery store sales in the first factors, what has contributed to this better utilization of agricultural crops. 
erage ff quarter exceeded year ago figures by growth? We believe that some of these Food manufacturers are currently spend- 
uring # around 5%. plus factors included the availability i in excess of $38 million annually 
nt This rise in food consumption has far of many new and improved products; for this type of research alone. 
der’s outstripped anything which could have _ better advertising; better selling; more In the years ahead, such research 
ictur- # been forecast on the basis of the rise and better sales promotion and im- will continue to be the keystone of in- 
‘eces: @ in population or income in these years. proved merchandising by both manu- dustry progress—and expenditures are 
clur- # We are ‘selling a lot more groceries facturers and distributors; the attrac- likely to increase substantially. New 
a the than we had any statistical right to ex- tive self-service stores with their great “flash” methods of food sterilization, 
nor @ pect, based on experience back in the variety of products, attractive displays, electronic cooking, and even the preser- 
> was . 
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vation of food by exposure to atomic 
radiation all seem distinct possibilities 
for large scale development. Certainly, 
research will be producing a great num- 
ber of new, ready-to-serve and partially- 
prepared convenience foods. 


Rapid Expansion of Processed 
Convenience Foods 


Probably the most striking aspect of 
the industry’s growth has been this 
rapid expansion in the per capita con- 
sumption of processed convenience 
foods. Here are a few figures which rec- 
ord the truly phenomenal gain in con- 
sumption in terms of pounds per per- 
son since the 1935-39 period: 








Baty Feeds. ..-.... meds + 1500% 
Frozen Vegetables + 1275 
Frozen Fruits and Juices __. + 850 
Canned Fruit and Juices __. + 285 
eee eee + 230 
Canned Soup + 125 
Canned Vegetable Juices ____. + 115 
Non-Fat Dry Milk + 110 
I + 75 
Canned Vegetables _...___.______ + 40 
gale SSS + 40 
Gaunew Pram: + 85 








Southern California 
Edison Company 


DIVIDENDS 
COMMON DIVIDEND NO. 181 


PREFERENCE STOCK 

4.48% CONVERTIBLE SERIES 
DIVIDEND NO. 32 
PREFERENCE STOCK 

4.56% CONVERTIBLE SERIES 
DIVIDEND NO. 28 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


*60 cents per share on the 
Common Stock; 


28 cents per share on the 
Preference Stock, 4.48% Con- 
vertible Series; 


2814 cents per share on the 
Preference Stock, 4.56% Con- 
vertible Series. 


The above dividends are pay- 
able April 30, 1955, to wv 
holders of record April 5. 
Checks will be mailed from the 
Company's office in Los Ange- 
les, April 30. 


*10 cents per share per quorter increase. 


P. C. HALE, Treasurer 




















The consumption of many additional 
items is also up sharply from pre-war, 
when they were little known or non- 
existent. Baking mixes, dehydrated 
foods, soluble coffee, instant desserts, 
frozen concentrated juices, frozen soups, 
complete frozen dinners are but a few 
examples. 


The grocery market has broadened, 
partly because we are selling the home- 
maker more groceries, but also because 
we are selling her more “built-in kit- 
chen services.” 


The processed products have been 
cleaned, trimmed, shelled, mixed or 
otherwise prepared, packaged and in 
many cases partially pre-cooked. Cook- 
ing time has been reduced . . . kitchen 
mess has been eliminated . . . fewer 
ingredients need to be measured .. . 
fewer waste materials are present to be 


discarded. 


Like convenience foods, modern 
household grocery products have light- 
ened and quickened the homemaker’s 
chores, saving countless hours of work. 
The grocery industry sells the consumer 
a combination of nutrition and conveni- 
ence. From this industry she buys not 
only food, but also freedom. 


One reason for believing that con- 
sumers in the future will want to buy 
even more of these convenience prod- 
ucts is that they are generally quite 
economical. To find out how much, if 
anything, these “built in” services cost 
in the case of a number of leading con- 
venience foods, GMA recently analyzed 
the costs of equivalent food prepared 
with purchased ingredients. These com- 
parisons indicated that in a number of 
cases the convenience product cost the 
homemaker less than the same food 
cooked with home-prepared, raw ingred- 
1ents. 


Here’s what the figures showed: 


Price of 

Same 

Amount 
Price of of Home- 
Processed Prepared 


Item Ingredients 
Baby Foods — 
4-%4 oz. (green beans) 10c 13¢ 
(canned) 
Orange Juice — 
pint and one-half ____. 20c 40¢ 
(concentrate) 
Devil’s Food Cake — 
eS 54c 
(mix, and 2 eggs)’ 
Peas—pound __.....__.. 30¢c 70c 
(frozen) 
Renee ee ee 15¢ 20c 


(No. 2 vacuum can) 





Among the many factors which help 
make processed foods economical are 
the following: by removing many waste 
or unnecessary materials at the factory 
(like pods in the case of peas, or water 
in the case of frozen concentrate), the 
cost of transporting, storing and hand. 
ling unnecessary bulk is eliminated. An. 
other thing is that processed foods are 
generally less perishable and so the 
cost of spoilage and special handling to 
avoid spoilage is cut down. In addition, 
the manufacturer through scientific 
processes can extract and retain maxi- 
mum food value from the raw ingredi- 
ents, and he processes them right in the 
agricultural areas where the crops can 
be grown and purchased most econom- 
ically. 

If consumers generally appreciate the 
economical nature of these modern 
foods, this should be a source of real 
sales strength in the years ahead for 
the grocery manufacturing industry. 












*| THE COLUMBIA 
BS |\CAs SYSTEM, INC. 


The Board of Directors has declared this 
day the following quarterly dividend: 
Common Stock 


No. 83, 20¢ per share 


payable on May 14, 1955, to holders of 
record at close of business April 20, 1955. 


Dave Parker 
Secretary 


April 7, 1955 

















PAC'FIC GAS and ELECTRIC Co. 


DIVIDEND NOTICE 
Common Stock Dividend No.*157 


The Board of Directors on March 16, 
1955, declared a cash dividend for the 
first quarter of the year of 55 cents per 
share upon the Company's common 
capital stock. This dividend will be 
paid by check on April 15, 1955, to 
common stockholders of record at the 
close of business on March 28, 1955. 
The Transfer Books will not be closed. 


K. C. Curistensen, Treasurer 


San Francisco, California 
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CONSOLIDATED 
NATURAL GAS 


COMPANY 


30 Rockefeller Plaza 
New York 20, N. Y. 


DIVIDEND No. 29 


WAT 


Tue BOARD OF DIRECTORS 
has this day declared a regu- 
lar quarterly cash dividend of 
Thirty-Seven and One Half Cents 
(3714¢) per share on the capi- 
tal stock of the Company, pay- 
able on May 16, 1955, to stock- 
h .ders of record at the close 
of business April 15, 1955. 


R. E. PALMER, Secretary 
March 17, 1955 “J 
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Advertising — Merchandising — 
Packaging 


All the above factors are important. 
But they would have produced a much 
smaller gain in sales had it not been 
for the growing effectiveness of adver- 
tising, merchandising and sales promo- 
tion—by both manufacturers and dis- 
tributors—to stimulate consumers to 
want more and more of the goods 
offered. Let’s consider these factors for 
a moment. 


First, I want to say something about 
advertising. Advertising has played a 


very important part in the development ° 


of the grocery industry. We have learned 
to make our advertising sell goods. Food 
and grocery manufacturers invest more 
money for advertising each year than 
any other industry. In the past fifteen 
years their advertising expenditures in 
major media have increased by about 
250% and sales by 300%. Retail gro- 
cers can undoubtedly quote similar ad- 
vertising success stories. This experi- 
ence justifies and encourages manage- 
ment to progressively strive to increase 
their advertising and promotional bud- 
gets accepting the premise that adver- 
tising, coupled with good in-store pro- 
motion and merchandising, is a real 
necessity for the industry’s future sales 
increases. 


Advertising by manufacturers and 
retailers favorably “conditions” and 
“pre-sells” the shopper on the product 
and the brand. But this effort is largely 
dissipated if something doesn’t happen 
in the store to bring the merchandise 
strikingly to her attention and move 
her to put it in her basket. The impor- 
tance of this point-of-sale factor has 
been tremendously increased in recent 
years, with impulse purchases now ac- 
counting for about 50% of all grocery 
purchases. Including purchases planned 
only in a general way, more than 70% 
of the buying decisions are now made 
tight in the store. This puts a high pre- 
mium.on good packaging, adequate 
shelf stocks and displays and point of 
sale tie-in with manufacturers’ promo- 
tions. 


In today’s self-service market, the 
package performs a selling and mer- 
chandising job of utmost importance, 
involving attractiveness, color, shape, 
message and brand identification. Good 
descriptive labels tell the buyer exactly 
what’s inside the package and how it 
should be used for best results. But, 
above all... every manufacturer wants 
a label which has that “come-hither, 
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pick-me-up and _ take-me-home” look 
which will make the shopper notice the 
item, remember its advertised advan- 
tages and buy it. 


The grocery industry faces strong 
competition for the consumer’s dollar 
from many products and services out- 
side the industry—all of them heavily 
promoted. If it is to succeed in holding 
and extending its present favorable pos- 
ition, even more effective advertising, 
merchandising and packaging will be 
needed. 


Progress in Distribution 


Our parade of progress in the manu- 
facturing of grocery products has been 
accompanied by striking advances on 
the part of grocery distributors. Their 
warehousing and merchandising methods 
have been streamlined, beautiful self- 
services stores have been built, and 
operating costs reduced. Today many 
efficient wholesalers operate on gross 
margins of 3 to 5% instead of the old 
10 to 15% margins of days gone by. 

For evidence of the real progress 
made at the retail level, you need only 
compare yesterday's old-fashioned gro- 
cery store, with its few hundred items 
and its gross margins of 25 to 30% 
with today’s beautiful self-service stores 
carrying up to 6,500 items and opera- 
ting at gross margins of 15 to 20% 


Modern wholesale and retail grocers 
are increasingly working in cooperation 
with manufacturers to do a teamwork 
job. This progress in distribution has 
contributed greatly to our industry’s 


growth. The end products of all these 
accomplishments are the food and gro- 
cery products on display in beautiful 
grocery markets all over the United 
States. 

One of the best indexes of grocery 
distributors’ progress is the rapid rise 
in self-service grocery operations. In 
1939 self-service stores accounted for 
27% of the grocery business. Today, 
82% of the business flows through self- 
service stores. Processed products, “pre- 
sold” with advertising, packaged to at- 
tract attention and stimulate purchase, 
are ideal for self-service operation where 
no clerk is present to bag or weigh 
merchandise or encourage a sale. Con- 
versely, sales have been powerfully 
stimulated by mass display and freedom 
of consumer choice which self-service 
stores provide. This growth of self-ser- 
vice has gone hand-in-hand with the 
expansion of packaged processed prod- 
ucts, and the growing popularity of ad- 
vertised brands. 


Too Many Products 


The idea is sometimes suggested that 
the size of the retail grocery store 
itself will soon provide an automatic 
ceiling on the grocery industry’s future 
expansion. One frequently hears the 
comment: “New products—fine. But we 
don’t have rubber walls.” 


This leads me to look back just a 
decade. What grocery retailer, dubious 
of adding one or two products ten years 
ago, would have believed that by 1955 
he would be handling 2,500 additional 
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items. By the same token, what whole- 
saler would not have laughed you off 
the premises if you had told him that 
he would, ten years hence, be handling 
up to as high as 7,000 items. Yet this 
is exactly what has happened in some 
instances, according to reliable reports 
received from some of our distributor 
friends. 


The history of this industry is that 
every time anyone feels too self-satisfied 
with the present situation, there is 
someone else who takes advantage of the 
opportunities ahead and grows with 
them. Any distributor who goes con- 
trary to this philosophy and feels he 
can get along with less items in the 
store, is moving against the trend of 
what has proved a sure-fire way of in- 
fluencing people to buy more. 


I am confident that many new prod- 
ucts will be introduced in the years 
ahead and that progressive distributors 
will find ways of handling them. 


From an investment standpoint, one 
of the more interesting current develop- 
ments in the grocery industry is the so- 
called “distribution center.” Several 
large manufacturers have built these 
large warehousing and shipping centers 
at strategic points to achieve a more 
efficient system of transportation and 
warehousing, and to assure more de- 
pendable and quick deliveries to distrib- 
utors. Thought is now being given to 
the development of centers to serve a 
number of manufacturers, especially 
single line manufacturers. whose indi- 
vidual businesses would be too small 
to efficiently utilize their own separate 
centers. Any substantial growth of this 
trend in the future should provide a 
large and profitable outlet for capital 
funds. 


The Future 


So much for the factors which have 
contributed to the food industry’s growth 


to date. What about the future? Will 
the factors of growing population and 
income, more effective sales promotion, 
and the development. of a variety of 
new products with built-in kitchen ser- 
vices and hearty appetite appeal con- 
tinue to keep the industry moving 
ahead? Based on these factors alone, 
we are confident the answer is yes. 


But, in addition, we are standing on 
the frontier of new developments which 
may vitally stimulate the industry, revo- 
lutionize its products, and increase its 
sales. One of these is development of the 
new processing techniques—especially 
application of atomic energy to food 
processing. A year or so ago this seemed 
a far off dream. Today, it seems near- 
ing practical reality. 


The other is the new horizon for sales 
promotion which is opening up through 
greater nutritional knowledge. While 
nutrition has improved substantially in 
recent years, scientists tell us that only 
about one-quarter of our population is 
consuming steadily a diet which meets 
optimum nutritional standards. While 
more marked in some cases than others, 
these dietary deficiencies are found in 
all economic groups, in all geographic 
areas, in both sexes and at all ages. 


The grocery industry will be failing 
in a civic challenge if it does not in- 
form the public of these needed diet 
improvements. And it would miss a 
great marketing opportunity if it did 
not produce, advertise and sell the addi- 
tional products needed to raise diets up 
to standard. 


The industry recognizes that its great- 
est challenge is to continue to broaden 
the market for its products, and it is 
constantly working to accomplish this 
objective. It knows that the best way 
to assure good dividends to sharehold- 
ers is to constantly increase its divi- 
dends of value and service to consumers. 
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Hanover Bank Will Manage 
Bank Fiduciary Fund 


The directors of the New York State 
Bank Fiduciary Fund have selected The 
Hanover Bank of New York City to act 
as custodian and investment manager of 
the Fund’s operations, which are sched. 
uled to get under way as of May first, 
Initial valuation of participation units 
will be $100 each and they will be reg. 
istered in the name of each bank’s nom. 
inee. Payment is optional in cash or 


U. S. Government Savings Bonds of 
Series G or K. 


Detailed description of the organiza. 
tion and method of operation of this 
pioneer entity created to serve the needs 
of fiduciary accounts lodged with New 
York State trust institutions lacking 
adequate investment facilities has been 
given previously.” In brief, the Fund 
will act as a conservative investment 
medium limited to legal investments 
under New York law. A diversified list 
of common stocks will be included and 
it is estimated that the portfolio yield 
will be approximately 2°4-3%. Real es- 
tate and mortgage commitments are not 
contemplated. 


Any New York State trust institution 
not already operating a legal common 
trust fund is eligible to participate. The 
first step is to obtain permission from 
the trust committee of the institution 
making application; then entry forms 
with are submitted 
together with payment by check or Sav- 
ings Bonds G or K, after which shares 
registered in the bank’s nominee style 
will be delivered. Detailed instructions. 
including sample forms and an instruc- 
tion sheet, have been sent to all mem- 
bers of the New York State Bankers 
Association Trust Division, which body 
will also render any additional assist- 
ance requested. 


itemized accounts 


*(T&E Feb. 1955, page 143) 


A 8&8 O 


e@ M. M. Lawellin, vice president and 
trust officer of the First National Bank 
and Trust Co. of Tulsa, spoke on“The 
Policy of a Trust Department in Making 
Capital Investments” at a recent meeting 
of the Business Executive Research 
Committee at the University of Okla- 
homa. In his talk, which was part of a 
panel discussion on “Capital Investments 
by Financial Institutions,” Mr. Lawellin 
pointed out that in Oklahoma, a new 
state whose wealth is largely of the first 
generation, 22 banks with trust powers 
are administering total estimated assets 
of less than $500 million. 


TRUSTS AND ESTATES 





se 


tate 
The 
» act 
T of 
hed. 
irst, 
Inits 
reg: 
10m- 
or 
; of 


niza- 
this 
eeds 
New 
king 
been 
“und 
ment 
1ents 
1 list 
and 
vield 
| es- 
> not 


ution 
mon 

The 
from 
ution 
orms 
Litted 
Sav- 
nares 
style 
ions. 
struc- 
nem- 
nkers 
body 


ssist- 


- and 
Bank 
“The 
aking 
eting 
earch 
Okla- 
of a 
nents 
vellin 
new 
2 first 
owers 
assets 


TATES 











8Teq 


the ter leg 
Xi, Se t 
For more than half a century ts 


in all parts of the country have 
been Hanover Correspondents 


A Bank Is Known By The Correspondents It Keeps 


THE HANOVER BANK 


Member Federal Deposit Insurance Corporation 











lQtin 


th 
It hag — "Ough 


Surety. ne ban 4, oe UE : 
S |e = 
Qnd the 
ve 






lsure Slven 


a! the 








Apri 1955 


313 








































MOODY’S INVESTORS YIELD TABLES 


Prepared monthly for TRUSTS AND ESTATES by Moody’s Investors Service 











5 YEARS_ 
































YIELDS oF YIELDS oF PRICES, DIVIDENDS 
TAXABLE TREASURIES CORPORATE BONDS AND YIELDS 
BY MATURITY GROUPS BY RATINGS 125 INDUSTRIAL STOCKS 
F125 = Wy PERCENT L257 [260 INPERCENT 260-1 [30 prices ano DIVIDENDS 
($ PER SHARE ) 
- 1.50 SYEARS 1.505 Aca - 120 


































































PRICES 
the 
gra 
of 
ant 
of 
the 
lai 
tra 
tra 
rig 
cia 
3.00- | 
h i . 
! Ce) 
3/4 S,0F 6/15/83-78 - 4.00 4.007) | mpm nn nnn ne " 
iz 7 8 nu 
s DIVIDENDS 
2/2 $,0F 9/15/72-67 = ("10 SCALE) th 
- 1952 | 1953 | 1954 1 1955 - - 1952 l 1953 | 1954 | 1955 - - 1952 | 1953 l 1954 | 1955 - “ 
th 
March Feb. March tr 
1955 1955 1954 1954-55 1951-53 1946-50 1941-45 1931-40 1919-1930 is 
—— End of Month —— Range for Period. T; 
1. U.S. Government Yields _...__ ce 
8-Year Taxable Treas. —.....__ % 2.24 2.19 1.52 2.28-1.35 2.80-1.68  1.68-0.90 1.82-1.07 (a) (a) (a) 0 
5-Year Taxable Treas. ss. G 2.50 2.39 1.85 2.50-1.75 3.00-1.76  1.87-1.06 1.70-1.24 (a) (a) (a) C0 
10-Year Taxable Treas. _...... = = G 2.65 2.64 2.41 2.67-2.33 3.16-1.95 2.10-1.88 2.10-1.49 (a) (a) (a) C 
Bank 214s, 9/15/72-67 —.._.______ % 2.73 2.75 2.50 2.76-2.42 8.16-2.21  2.43-1.96 2.48-2.03 (a) (a) (a) 
Vietory 2%, 12/16/67 —____. % 2.72 2.74 2.50 2.75-2.48 $.31-2.44  2.48-2.08 2.50-2.37 (a) (a) (a) al 
en a 2.84 288 2.74  2.91-2.56 (b) (b) (b) (b) (b) th 
8s, 1995 % 2.98 wee ws th 
2. Corporate Bond Yields — = 
Aaa Rated Long Term _....._- ss G 3.01 3.02 2.85 3.11-2.85 $.44-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 S 
Aa Rated Long Term —... % 3.12 3.12 3.01 3.27-2.99 8.52-2.70  2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 a 
A Rated Long Term — = 4 3.18 3.18 3.15 3.39-3.12 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term —_.._._-___ % 3.48 3.48 3.47 3.74-8.44 8.90-8.15  3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 n 
8. Tax-Exempt Bond Yields —....... es r 
Aaa Rated Long Term % 2.08 2.10 2.06 2.21-1.90 2.73-1.28  1.98-0.90 1.84-0.93 2.81-1.56 (b) (c) 
Aa Rated Long Term _.-___.__.  * 2.26 2.25 2.19 2.82-2.00 2.96-1.87  2.21-1.04 2.11-1.21 3.02-1.78 (b) (c) 
A Rated Long Term —_...._..__.__.__.. - % 2.57 2.56 2.66 2.83-2.37 8.34-1.72 2.64-1.28 2.49-1.49 3.29-2.11 (hb) (c) f 
Baa Rated Long Term —....__. ai OE 3.08 3.04 8.12 3.82-2.90 3.79-1.98  3.05-1.57 2.94-1.80 3.71-2.60(b) (c) 
4. Preferred Stock Yields. t 
Industrials—High Dividend Series p 
High Grade _. =. % 3.91 3.88 3.88 3.94-3.84 4.24-3.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 ; 
Medium Grade _... % 4.54 4.52 4.94 4.96-4.52 5.28-4.68  5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 , 
Industrials—Low Divended Series t 
Sa ~ % 3.66 3.68 3.67 3.82-3.65 4.02-3.45  3.92-3.27(d) (d) (d) (d) t 
Medium Grade ........._.-.. % 4.12 4.11 4.06 4.27-4.05 4.39-3.80  4.20-3.52(d) (d) (d) (d) r 
Utilities—Low Dividend Series _.... | 
a Gee 3.96 3.95 3.89 4.14-3.85 4.45-3.77  4.24-3.40(d) (d) (d) (d) t 
Medium Grade —.............. % 4.28 4.26 4.27 4.51-4.17 4.87-4.19  4.65-3.69(d) (d) (d) (d) ¢ 
&. Common Stocks 
125 Industrials—Prices (f) 2 $117.61 $118.49 $85.53 118.49-77.81 80.89-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78,06-84.81 (e) I 
125 Industrials—Dividends (f) $ 492 $ 4.90 $ 4.34 4.92-4.27 4.55-4.18  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (e) i 
125 Industrials—Yields —..._-_ _ % 4.18 4,14 5.07 5.49-4.09 6.84-5.14 7.29-3.20 7.71-3.56 10.18-2.59 6.21-3.19 (e) 


(a)—U. S. Govt. Bond Yield Averages in this series date from Jan. 5, 1948. 
(b)—U. S. Govt. Bond Yield Averages in this series date from April 15, 1953. 
(e)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 


*Revised 


(f)—Dollars per share. 


(d)—Low Dividend Preferred Yield Averages in this series date from 
Jan. 2, 1946. 
(e)—125 Industrials Averages date from Jan. 1, 1929. 
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URING THE PAST FEW YEARS THERE 

have been increasing efforts on 
the part of a number of organized 
groups to establish statutory definitions 
of the responsibilities of corporations 
and their transfer agents in the transfer 
of stock. These efforts stem largely from 
the annoyance often caused by the rules 
laid down by transfer agents to govern 
transfers of stock other than normal 
transfers by individuals in their own 
right. These are generally called “fidu- 
cary transfers.” 












Most transfer agents* have taken 
little part and have displayed little in- 
terest in this movement. There are a 
number of reasons for this,—one is that 
the practice of transferring stock has 
been well developed over the years and 
the transfer clerks have been thoroughly 
trained to follow such practice; another 
is that the Rules of the New York Stock 
Transfer Association, the membership 
of which includes the large banks and 
corporations all over the country and 
Canada, have become so well established 
and recognized that they have almost 
the force of law; and a third reason is 















= that most of the so-called “Exoneration 





Statutes” adopted or proposed to date 
are so badly conceived and present so 
many problems that they offer danger 
rather than safety to the transfer agents. 







A further reason is that many trans- 
fer agents carry insurance protecting 
them against claims arising from im- 
proper transfers of stock. They are, of 
course, interested from a public rela- 
tions standpoint in simplifying the 
transfer of stock, but no one has yet 
devised a method whereby they can do 
this with propriety and safety. They 
cannot just ignore the usual require- 
ments in the case of fiduciary transfers 


a 











Condensed from an address before Banking Law 

tion, New York State Bar Association, Jan. 27, 
1955. The unabridged paper, with annotations, is 
Published in the March issue of Michigan Law Re- 
view, obtainable at Ann Arbor for $1.00. 








‘Including corporations which transfer. their 
own stock. 
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and rely on their insurance, as the in- 
surance companies expect them to use 
the degree of care established by law 
in making transfers. 


Genesis of Confusion 


The cause of the confused thinking 
as to the duty and responsibility of a 
transfer agent can be traced back to an 
unfortunate remark by Judge Taney in 


Lowry v. Commercial & Farmers Trust- 


Co. (Fed. Cas. No. 8,581, pg. 1047; 
Taney 310), decided in 1848. Judge 


Taney said that a corporation is 


“the custodian of the shares of stock, 
and clothed with power sufficient to 
protect the rights of every one inter- 
ested, from unauthorized transfers; 
it is a trust placed in the hands of 
the corporation for the protection of 
individual interests, and like every 
other trustee, it is bound te execute 
the trust with proper diligence and 
care, and is responsible for any in- 
jury sustained by its negligence or 
misconduct.” 


The outstanding authority on the 
law of trusts, Professor Austin W. Scott 
of Harvard Law School, has condemned 
the view expressed by Judge Taney and 
the American Courts: 


“ . . The effect of this doctrine, 
which has never prevailed in England, 
is to put upon the corporation respon- 
sibility for preventing breaches of 
trust. But it seems absurd to compel 
the transfer agent of a corporation 
to determine the different questions 
which may arise as to the powers of 
a trustee. The effect is seriously to 
obstruct the administration of trusts 
and to increase the expenses of ad- 
ministration.”*> 


During the last thirty years there has 
been little litigation in this field, due, 
mainly, to three things. The first is 
that the practice of transferring stock 
and the requirements for transfer have 
become standardized and are better 
understood. The second is the clarifi- 
cation by stock exchanges, brokers and 


*“Participation in a Breach of Trust,” in 34 
Harvard Law Review 465. 


transfer agents of the effect of the sig- 
nature guaranty. The third is the mod- 
ern practice, which has become wide- 
spread, of holding fiduciary stock in 
the name of a nominee. This nominee 
practice is now supported by statutory 
authority in over thirty states. 


However, the old cases exist as a 
body of law defining the responsibili- 
ties in transferring stock, and the trans- 
fer agent must necessarily impose the 
historic requirements for transfer in 
order to protect itself. There are only 
two ways in which this situation can be 
corrected and brought into line with 
modern business practice. A decision 
by an authoritative court (probably it 
would have to be the Supreme Court of 
the United States) defining the duties 
and responsibilities of a transfer agent 
would, of course, replace the old body 
of law and give the transfer agents a 
reason for modernizing their require- 
ments. It is not likely, however, that 
such a decision could be secured. The 
other way is the widespread adoption of 
a uniform and practical statutory defi- 
nition of the responsibility of a trans- 
fer agent in making fiduciary transfers. 
I stress the italicized words for reasons 
which will appear later. Parenthetically, 
I am calling such a statutory definition 
an “exoneration statute” because that 
is the term popularly used, although it 
is not a very good one from the stand- 
point of accurately describing the sub- 
ject matter. 


Neglected Distinction in 
Responsibility 


It is advisable first to get clearly in 
mind that there are two fundamental 
types of responsibility. The surprising 
failure of many lawyers and legislators 
to grasp the distinction between these 
two types is one reason why some of 
the statutes heretofore adopted are use- 
less and, indeed, dangerous. The first 
type is responsibility for an unauthor- 
ized and void transfer, hereinafter called 
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a “wrongful transfer,” and the second 


type is responsibility for a transfer by. 


a fiduciary in breach of his trust which 
is voidable by the beneficiary, herein- 
after called a “transfer in breach of 
trust.” 


The primary example of a wrongful 
transfer is, of course, a transfer on a 
forged endorsement. Other examples 
are transfers by a corporate officer or 
by an agent without authority, by a fi- 
duciary who has not been legally ap- 
pointed or who has been removed and 
who endorses the stock in the name of 
a decedent, or a minor or an incompe- 
tent, or by a fiduciary without obtain- 
ing a court order where a transfer with- 
out court order is void. These examples 
are to be compared with transfers by a 
fiduciary which are not in the regular 
course of administration of the estate 
or in accordance with the terms of the 
trust. These are transfers in breach of 
trust and may be attacked by the bene- 
ficiary or by a successor fiduciary as 
voidable transfers. 


No one quarrels much with the re- 
quirements imposed by a transfer agent 
to protect itself against wrongful trans- 
fers. The quarrel comes when the trans- 
fer agent asks to look at the will or 
trust instrument and then requires an 
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executor to prove that the debts of the 
estate have been paid or that the trans- 
fer is by way of sale of the shares or 
that the transferee is a legatee; or a 
trustee to prove that he has a power of 
sale or that the life tenant is dead where 
the transferee is a remainderman, or 
that the transferee has reached the age 
when distribution to him is directed by 
the trust instrument; or a guardian to 
prove that his ward has reached ma- 
jority where the transfer is to the ward; 
or a fiduciary to prove that a transfer 
to his individual name is proper. But, 
under existing law, the transfer agent 
must look at such papers and must re- 
quire such proof. To eliminate this duty 
of a transfer agent is not unfair to the 
beneficial owner of the stock, — the 
fiduciary was selected by the person 
creating the fiduciary relationship, and 
the transfer agent should not have to 
be a watchdog to keep him honest. 


The difference between a wrongful 


. transfer and a transfer in breach of 


trust has always been recognized in 
England. As long ago as 1845 the Com- 
panies Act contained a provision to the 
effect that “No notice of any trust, ex- 
press, implied or constructive, shall be 
entered on the register, or be receiv- 
able by the registrar, in the case of 
companies registered in England.” Such 
a provision has been preserved in all 
subsequent Companies Acts. Canada and 
its provinces have similar statutes. There 
is also a statute of similar import in 
Massachusetts. 


Although the English type statute has 
merit in that it strikes at the true evil 
to be corrected, namely, responsibility 
for transfers in breach of trust, it is 
too broad in language to suit the 
American practice where statutes are 
supposed to spell out the subject matter 
in considerable detail. This devotion to 
detail has been the ruination of some of 
the American statutes which have tried 





to define the responsibilities of a trans J 13 



















fer agent. is CC 
knov 

New York Version m0 

The Uniform Fiduciaries Act, which § kno 
made a good start in trying to adop ff or! 
the English type statute to the Americap &§ as 4 
practice with a minimum of detail, and the 
has been adopted* in 28 states, Alaska mak 
and Hawaii, possesses the major weak. & tut 
ness that it is limited to cases where the & bre: 
stock is registered in the name of the & crit 
fiduciary, thus eliminating cases where § thal 
the stock is registered in the name of § are 
the person for whom the fiduciary is § be 
acting in endorsing and _ transferring § arg 
the stock, such as a decedent or a ward, & fete 
When Section 3 of the Act was adopted § be 
in New York in 1937, an additional § the 
section was added providing, in sub. § me 
stance, that a transfer by an acting fi. § sin 





duciary of stock in the name of a dece. 
dent or a minor or a ward or an in- 
competent or a deceased or discharged 
fiduciary imposed no duty on the trans. 
fer agent to inquire whether the fiduci- 
ary was committing a breach of trust 
or to see to the performance of the 
fiduciary obligation, and that a transfer 
agent would not be liable for any such 
transfer unless it had actual knowledge 
of a breach of trust or knowledge of 



































in 

such facts as to make its action in § jh 
transferring the stock amount to bad § , 
faith. h 
There are two points of importance jt 
in the Uniform Fiduciaries Act as § * 
adopted in New York. One is that the § 
transfer agent is relieved expressly of § ™ 
the duty to inquire as to the nature of § ! 
a transfer by a fiduciary, although it § ¢ 
does, of course, have to satisfy itself § } 


that the fiduciary is the proper person 
to assign the stock. 

The second point is that the transfer 
agent is held liable only where it 


*In full or by statute similar to Section 3 gov- 
erning fiduciary transfers. 
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VIRGINIA TRUST COMPANY is the first and 
oldest institution in Virginia authorized by 
charter to conduct a fiduciary business, and has 
served continuously for sixty-three years in the 
capacity of Executor, Administrator, Guardian 
and Trustee. 


Virginia Trust Company 
82] Easl Main Shnecl, Kichnend, Virginia 


Established 1892 
Member Federal Deposit Insurance Corporation 
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has actual knowledge that the fiduciary 
js committing a breach of trust or has 
‘knowledge of such facts that its action 
amounts to bad faith. This means that 
knowledge only that the transfer may 
or may not be a breach of trust, such 
as a transfer to the individual name of 
the fiduciary, would not be enough to 
make the transfer agent liable if it 
tuned out that the transfer was a 
breach of trust. There has been some 
criticism of this provision, however, in 
that it does not go far enough and that 
arecorded will or trust instrument might 
be held to give actual knowledge. This 
argument seems to be rather far 
fetched, as a transfer agent could not 
he expected to search the records at 
the domicile of the fiduciary. The argu- 
ment could be overcome by a clause 
similar to the clause in the Massachu- 
stts statute that actual knowledge is 
not given by a recorded instrument. 






























































































































































































Uniform reliance on these two points 
in the Act would do away with a good 
deal of the annoyance involved in fidu- 
cary transfers of stock. If this is so, 
then why don’t transfer agents rely on 
the Uniform Fiduciaries Act? One an- 
swer is that the Act, except in the form 
adopted in New York, is not complete 
in that it is restricted to cases where 
the stock stands in the name of the fidu- 
ciary or a nominee. Another is that it 
has not yet been adopted in enough 
jurisdictions. It can be relied upon 
safely only where it has been adopted 
in every jurisdiction in which a claim 
might be made by the beneficiary, — 
the domicile of the corporation, the 
domicile of the transfer agent, and, 
possibly, the situs of the trust or fiduci- 
ary relationship. 


Ohio Best of Crop 


A number of states have adopted 
special exoneration statutes which do 
not fall into any uniform pattern. The 
best of these is in Ohio,* where the de- 




























fining of the responsibilities of a trans- 
fer agent has been the subject of con- 
siderable study for a number of years 
by legislative commissions and the Bar 
Associations. The Ohio statute (Pages 
Rev. Code, Sec. 1701.38) provides that, 
if stock is registered in the name of a 
fiduciary, the transfer agent may treat 
the fiduciary as the unqualified owner 
for all purposes and is not bound to 
recognize any equitable interest in the 
shares or to see to the execution of any 
trust or obligation. In addition the stat- 
ute provides that a transfer agent in- 
curs no liability for a fiduciary trans- 
fer where it secures proof, satisfactory 
to it, of the appointment and qualifica- 
tion of the fiduciary. 


The statute also includes a few frills, 
such as a provision that when a corpo- 
ration treats a minor as entitled to ex- 
ercise any rights of ownership no sub- 
sequent avoidance of the transaction 
by the minor shall be effective against 
the corporation. According to the stat- 
ute, participation by the transfer agent 
in a breach of trust makes the transfer 


agent liable only where it acts in bad 
faith. 


The Uniform Commercial Code 


The latest and most powerful attempt 
to define the responsibilities of a trans- 
fer agent by statute is Article 8 of the 
new Uniform Commercial Code. Un- 
fortunately, these provisions reflect little 
knowledge on the part of the draftsmen 
of the practical aspects of the transfer 
of stock and little effort to consider the 
views of those who are familiar with 
such practical aspects. 


The Code has already been adopted 
in Pennsylvania (L. 1953, No. 1). In 
New York hearings on the Code have 
been held by the Law Revision Com- 


*Other statutes discussed by the author are those 
in California (Deerings Code, Corporations, Sec. 
2411), Massachusetts (Ann. Laws, Ch. 203, Sec. 
21), and Wisconsin (Comp Stats. Sec. 180.85). 
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mission, and the views of some trans- 
fer agents as to Article 8 have been 
expressed at such hearings. The sub- 
stance of such views is that Article 8 
requires some rather substantial amend- 
ments in order to make it workable. 
Similar views have been expressed by 


the Subcommittee on the Uniform 
Commercial Code of the American 
Bankers Association (Report dated 
October 17, 1954, p. 68) and by the 
Committee on Simplification of Secur- 
ity Transfers of the American Bar 
Association.* The Committee on Uni- 
form State Laws of the Association of 
the Bar of the City of New York acting 
jointly with the Special Committee on 
the Uniform Commercial Code of the 
New York State Bar Association rec- 
ommends further study of the entire 
Code before adoption. The soundness of 
these views is demonstrated by the fact 
that the backers of the Code have al- 
ready appointed a sub-committee to 
consider revision of Article 8. 


It may be assumed that groups in 
states other than New York also will 
want amendments in Article 8, which 
means that, if the Code is to be amend- 


*1954 Proceedings, Part 1 Probate and Trust 
Law Division, Section of Real Property, Probate 
and Trust Law, pg. 130; Oct. 1954 Trusts and 
Estates 953. 
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ed before passage by various state leg- 
islatures, the vital element of uniform- 
ity will be destroyed. 


Duty Under Code 


Section 8-401 imposes a duty on the 
transfer agent to make a transfer and 
relieves the transfer agent from liability 
if (a) the certificate is fully endorsed 
in conformity with Section 8-402, (b) 
the transfer agent has no knowledge of 
the unrightfulness of the transfer and 
no duty to inquire into its rightfulness, 
and (c) inheritance tax waivers are 
submitted if the stock is in the name 
of a decedent. 


This section makes it the duty of the 
transfer agent to transfer the stock if 
these conditions are fulfilled. Does this 
mean that a professional transfer agent 
in a state which has adopted the Code 
must transfer the stock even though the 
state in which the corporation may be 
domiciled has not adopted the Code? 
For instance, under the Code a trans- 
fer agent could not require a court 
order for a transfer by a guardian even 
though the law governing the guard- 
ianship may provide that a transfer 
by a guardian without court order is 
void. A transfer agent in a Code state 
might be protected in making such a 


transfer, but would the corporation in 
a non-Code state be protected against 


a claim by the ward for wrongful trans- 
fer? 


Sufficiency of Endorsement 


Section 8-402(1) states that a certifi- 
cate is fully endorsed for transfer when 
the endorsement is sufficient to make the 
person presenting it a holder of the 
certificate. This seems to assume that 
it is always the assignee of the certifi- 
cate who presents it for transfer. In fi- 
duciary transfers this is rarely the case, 
—- the person presenting the stock for 
transfer is generally the fiduciary or his 
bank or broker. Furthermore, it might 
be argued that this definition requires 
the transfer agent to make a transfer 
without any supporting documents, as 
Section 8-401 compels the transfer agent 
to register a transfer if the certificate 
is “fully endorsed” and it has no 
knowledge of any unrightfulness and 
no duty to inquire. According to Sec- 
tion 8-403, a transfer agent has no duty 
to inquire unless it has notice of an- 
other claim to an interest in the stock, 
and notice of a fiduciary situation does 
not impose such a duty. 


Clause (2) of Section 8-402 provides 
that, unless the transfer agent has no- 
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tice that the endorser lacks power to 
endorse, it shall not require more than 
the following evidence to establish the 
necessary endorsement. If the person 
whose endorsement is required is at the 
time of signing 

+ &# & & & 


of t 
tior 


(f) an executor, administrator, trus. 
tee, receiver, or other fiduciary, the en. 
dorsement of such fiduciary, a signa. 
ture guaranty, and proof that the en. 
dorser was such fiduciary at the date 
of signing; 
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The most obvious defect here is that 
proof must be furnished that the person 
endorsing the certificate as a fiduciary 
was such fiduciary at the date of the 
endorsement. The subcommittee ap. 
pointed by the American Law Institute 
and the National Conference of Com. 
missioners on Uniform State Laws to 
consider revisions of Article 8 proposes 
to add a paragraph providing that the 
fact that the endorser was the fiduciary 
at the date of signing may be estab- 
lished by an appropriate certificate of 
appointment or incumbency dated with- 
in a reasonable period prior to the date 
of presentation. This would appear to 
be a patch-up job which might encour- 
age further patch-up amendments so 
that in the final result Article 8 might 
become a hodge-podge of words. It 
would also seem somewhat illogical to 
tie the date of endorsement to the date 
of presentation for transfer, — such 
dates might be two or more years apart. 
And is it proper to make something 
proof of a fact which is, on its face, 
not proof of the fact? 
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Another defect* which appears in 
Clause (2) is the difficulty, if not im-- 
possibility, of securing adequate proof 
that a person endorsing as trustee was 
the trustee at the date of signing. 


A further defect is that in the case 
of a transfer by a partnership the Code 
requires proof that the endorser was a 
partner at the date of signing. Although 
theoretically necessary for protection, 
no such proof is now generally required 
by transfer agents. Inasmuch as a great 
deal of stock is registered in the names 
of brokerage and nominee partnerships, 
this burden would be a very real one. 
And what would such proof be? The 
original partnership articles would be 
proof that the endorser was a partner 
at the time the partnership was created, 
but the only proof that he was a part- 
ner at the date of signing would be 


ty 
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*Both defects also appear in the Wisconsin Stat- 
ute previously cited. 
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either a statement to that effect by all 
of the partners or a self serving declara- 
tion by the endorsing partner. 


One other defect in Clause (2) is that 
the endorsement of any officer is suff- 
cient for a transfer of stock in the name 
of a corporation. This is a drastic de- 
parture from the established legal prac- 
tice in all transactions by a corporation, 
that the authority of the officer must 
be supported by a by-law provision or 
by a resolution of the board of direc- 
tors. A transfer by an unauthorized 
oficer is not a breach of trust, — it is 
avoid transfer just the same as a forged 
endorsement. There is grave doubt that 
any statute can confer authority where 
authority does not exist, except possibly 
a general statute as part of the corpo- 
ration law that any officer of a corpora- 
tion shall have authority to bind the 
corporation. In view of the fact that 
many banks and corporations have 
scores of officers with limited authority 
no such broad statute would be proper. 


Signature Guaranty 
The third clause of Section 8-402 de- 


fnes a signature guaranty to mean a 
guaranty signed by or on behalf of a 
person reasonably believed by the trans- 
fer agent to be responsible. This de- 
sroys the right of the transfer agent 
to decide for itself, without the risk of 
its decision being questioned, whose 
guaranty it is willing to accept, and is 
adistinct step backward from the stand- 
point of the transfer agent. 


Other provisions relating to signature 
guaranties are contained in Section 8- 
302. They define the responsibility of 
asignature guarantor and set up two 
forms of guaranty. The first is a guar- 
anty of signature which is defined to 
mean that the signature is not forged, 
that the signer is the holder or has 
authority to sign in the name of the 
holder, and that the signer has legal 
capacity to sign. It is expressly provided 
that the guaranty of signature is not a 
warranty of the rightfulness of the 
transfer. The second form is a guaranty 
of endorsement, which is not only a 
guaranty of signature but also a war- 
ranty of rightfulness. But the transfer 
agent is expressly forbidden to require 
a guaranty of endorsement as a condi- 
tion to a transfer of stock. 


No reason for setting up two distinct 
forms of guaranty is apparent. It has 
been well established that the form of 
guaranty now used universally covers 
hot only a forgery but also the authority 
and capacity of the endorser (Jennie 
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Clarkson Home v. M. K. & T. Ry. Co., 
182 N.Y. 47; 74 N.E. 571; 70 L.R.A. 
787). The question of whether it covers 
rightfulness of the transfer has never 
been decided, but it would follow from 
the reasoning of the Court in the cited 
case that it should. Such reasoning was 
that the guarantor is in a much better 
position to verify the capacity and au- 
thority of the endorser than the trans- 
fer agent. It would appear, therefore, 
that these provisions of the Code repre- 
sent still a further backward step from 
the point of view of a transfer agent. 
From the practical standpoint, the word- 
ing of the Code would seem also to 
eliminate reliance on the mere signature 
of a broker under the endorsement as a 
guaranty of signature. 


As a matter of fact, the subject of 
signature guaranties really has no place 
in an exoneration statute if the signa- 
ture guaranty is intended to replace 
other proof of the rightfulness of the 
transfer. A signature guaranty does not 
make rightful something which may be 
wrongful. It is only a practical safe- 
guard to the transfer agent, just as an 
endorsement on a note is only a prac- 
tical safeguard to the payee, and is al- 
ways subject to the risk that the guar- 
antor may go bankrupt or go out of 


business or that the statute of limita- 


tions may run out before the guaranty 
is invoked. 


The idea of injecting the signature 
guaranty into an exoneration statute 
has stirred up the conflict between bank- 
ers and brokers on the one hand and 
transfer agents on the other hand as 
to the meaning of the signature guar- 
anty. The tendency is to put less re- 
sponsibility on the guarantor. In my 
opinion this is wrong. No responsible 
banker or broker will guaranty the 
signature of a stranger, — the person 
requesting a guaranty must either be 
a customer, which is generally the case, 
or some one introduced by a customer. 
The banker or broker is, therefore, in 
a much better position to evaluate the 
honesty of the endorser than is the 
transfer agent, to whom the endorser 
is a stranger. Furthermore, the banker 
or broker derives an indirect pecuniary 
benefit in providing a service for his 
customer. Compared to this, the pro- 
fessional transfer agent derives no pe- 
cuniary benefit from transferring the 
stock other than the fee paid by the 
corporation, which is the same for fidu- 
ciary transfers and individual transfers 
and allows no margin for taking any 
risks. And the corporation which trans- 
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fers its own stock makes no money out 
of its stock transfer department. 


Inquiry into Rightfulness 


Section 8-403 of the Uniform Com- 
mercial Code provides that, where the 
certificate is fully endorsed for trans- 
fer, the transfer agent need not make 
any inquiry unless it has notice of 
another claim to an interest in the 
stock. Notice that the registered owner 
holds the stock for a third person or 
that the stock is registered in the name 
of a fiduciary does not create a duty 
of inquiry. Inquiry must be made, how- 
ever, if the transfer is to a fiduciary in 
his individual capacity or if the trans- 
fer agent has notice that the proceeds of 
a sale of the stock have been placed 
in the individual account of the fiduci- 
ary or are made payable in cash or to 
the fiduciary individually, or otherwise 
knows that the transfer is for the indi- 
vidual benefit of the fiduciary. 


An obvious unfavorable comment on 
Section 8-403 can be made by the large 
banks and trust companies which main- 
tain stock transfer departments. If they 
are to be protected by the Code in the 
case of transfers of stock by fiduciaries 
by way of sale, they would have to in- 
quire of their banking and other depart- 
ments as to whether such departments 
have any knowledge of the transfer or 
the disposition of the proceeds. Al- 
though the Code contains a definition 
of notice to an organization in Section 
1-201 (27), it is not clear that the 
transfer department would be relieved 
of the duty of inquiry in this case. 


Other Objections 


Other provisions of the Uniform 
Commercial Code which are unfavor- 
able to transfer agents might be men- 
tioned. Under the wording of Section 
8-404 a situation may arise where a 
transfer agent is forced to issue a new 
certificate in place of a lost or stolen 
one without an indemnity bond. 


Section 8-405 reverses the existing 
law relating to lost certificates, valida- 
ting a lost certificate subsequently pre- 
sented for transfer and outlawing the 
new one. It also changes the present 
practice of immediately calling on the 
surety to make good without any invest- 
igation. 


Section 8-406, which defines the lia- 
bility of professional transfer agents 
and registrars, provides that such lia- 
bility shall be the same as that of the 
corporation. This would seem to make 
the professional transfer agent liable 
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for a refusal to transfer stock, which 
is not the case at common law. 


The foregoing comments indicate 
that, at the very least, Article 8 needs 
rather drastic amendment. It would 
seem better, however, to reject Article 8 
completely rather than permit each 
state Legislature to tinker with it and 
thereby destroy the vital element of 
uniformity. 


Preliminary to Model 


Preliminary to considering what 
form an _ ideal exoneration _ statute 
should take, let us examine the most 
frequently occurring types of fiduciary 
transfers, keeping in mind the distinc- 
tion between wrongful transfers and 
transfers in breach of trust. We should 
also keep in mind that what we are try- 
ing to accomplish is the simplification 
of stock transfers with adequate pro- 
tection to the transfer agent, — not 
codification of the complete law relating 
to the subject. 


1. Transfer of stock in the name of 
a decedent on the endorsement of an 
executor or administrator. Regardless of 
the character of the transferee, the 
transfer agent must protect itself against 
a wrongful transfer by securing evi- 
dence that the endorser is the executor 
or administrator of the estate of the 
decedent. A surrogate’s certificate dated 
as of the date of endorsement and de- 
livery of the stock is impracticable. 
There is some doubt that any statutory 
definition of proof short of this would 
be valid, such as a statement that a 
surrogate’s certificate dated within a 
certain time before transfer would con- 
stitute such proof. The present practice 
is for the transfer agent to require a 
surrogate’s certificate dated within a 
reasonable time prior to the transfer 
and to take the risk that the executor 
or administrator may have been re- 
moved or discharged prior to the time 
of endorsement and delivery. Such risk 
is insured by the signature guaranty, 
which is required in all cases. If the 
signature guarantor is unable to pay 
up, the transfer agent can resort to its 
own insurance. The transfer agent must 
also require a court order where a 
transfer without such an order is void. 


These requirements, which are cus- 
tomary and not onerous, reasonably 
protect the transfer agent against a 
wrongful transfer, and no statute is 
necessary either to simplify such trans- 
fers or to exonerate the transfer agent. 
But a statute is necessary for both rea- 
sons insofar as the transfer by the exec- 





utor or administrator might constitute 
a breach of trust. Such a statute should 
do away with the necessity of inquir. 
ing as to the nature of the transfer oy 
the character of the transferee and of 
examining the will or any other records 
and of securing any additional docu. 
ments except, of course, a tax waiver 
where necessary. 


2. Transfer of stock registered in 
the name of an executor or administra. 
tor on the endorsement of the executor 
or administrator. The first point to be 
considered is whether the executor or 
administrator may have been removed, 
If such is the case it would seem that 
the transfer by the removed executor 
or administrator is not wrongful and 
void, — the executor or administrator 
in whose name the stock is registered 
has the right and is under the duty, 
after his removal, to transfer the stock 
to his successor, and if he makes any 
other transfer it is only a transfer in 
breach of trust which is voidable by 
his successor. Ownership of the regis- 
tered holder of stock is presumed to 
continue until notice to the contrary, 
and the transfer agent should be under 
no affirmative duty to inquire as to 
whether the registered holder is still 
acting as executor or administrator. 


The second point is whether the exec- 
utor or administrator in whose name 
the stock is registered is committing a 
breach of trust in making the transfer. 
In this respect, the case is the same as 
where the stock is registered in the 
name of the decedent. To make it pos- 
sible, however, for a transfer agent to 
permit a transfer without requiring 
evidence of the appointment of the ex- 
ecutor or administrator and_ without 
making inquiry as to the nature of the 
transfer or the character of the trans- 
feree, a proper exoneration statute is 
essential. If such a statute were applic- 
able, the only requirements for transfer 
would be a signature guaranty and a 
court order where a transfer without 
court order would be void. 


3. Transfer of stock registered in 
the name of a testamentary or inter 
vivos trustee on the endorsement of the 
trustee. Such transfers are generally in 
the form of a transfer to an individual, 
partnership or corporation who may be 
either a purchaser or a beneficiary or a 
nominee. This is like the case of a 
transfer of stock registered in the name 
of an executor or administrator, and 
no wrongful transfer is involved. The 
question is one entirely of possible 
breach of trust. If there were a statute 
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eliminating any duty to inquire as to 
the nature of the transfer or the charac- 
ter of the transferee and to examine the 
trust instrument, the transfer could be 
made on the endorsement of the trustee 
with a signature guaranty, and no more. 

4. Transfer of stock in the name of 
a minor. Such a transfer may be on the 
endorsement of the minor himself or 
on the endorsement of a guardian. In 
the former case, there is some exist- 
ing law protecting the transfer agent 
against any subsequent avoidance of 
the transfer even if it had knowledge 
that the endorser was a minor. There 
is room, however, for a statute author- 
ing a transfer of stock by a minor 
similar to the New York Banking Law 
(Sec. 134.1), which authorizes a bank 
to honor checks drawn by a minor. The 
New York Stock Exchange has taken 
the lead in advocating a statute which 
would permit the registration of stock 
in the name of a custodian for a minor, 
without court proceedings to appoint 
the custodian the guardian of the minor. 
Such a statute has merit but it should 
not be made part of a uniform exonera- 
tion act. In the case of a transfer of 
the minor’s stock on the endorsement 
of a guardian, the same considerations 
apply as in the case of a transfer of a 


decedent’s stock by an executor or 
administrator. 


5. Transfer of stock registered in 
the name of a guardian of a minor or 
incompetent on the endorsement of the 
guardian. The same situation exists here 
as in the case of stock registered in the 
name of an executor or administrator. 


6. Transfer of stock registered in 
the name of a corporation on the en- 
dorsement of an officer. Here the trans- 
fer is wrongful unless the endorsing 
officer has authority to transfer the 
stock for the corporation, and to pro- 
tect itself the transfer agent must have 
proof of such authority — a certified 
extract from the by-laws or a certified 
resolution of the Board of Directors. 
No statute should or could properly 
eliminate this requirement. 


7. Transfer of stock registered in 
the name of a partnership on the en- 
dorsement of one of the partners. If the 
person endorsing the certificate was not 
a partner, then the transfer is void, as 
the endorsement, in effect, is a forgery. 
To try to get proof that the endorser 
was a partner at the time of endorse- 
ment and delivery in every case of a 
partnership transfer is so impracticable 
that transfer agents have adopted the 


practice of relying solely on the signa- 
ture guaranty. The transfer requirement 
of a mere partnership endorsement and 
a signature guaranty cannot be simpli- 
fied any further, and, as long as trans- 
fer agents are willing to rely on the 
signature guaranty in such cases, no 
statute is necessary or desirable. 

8. Transfer of stock registered in 
the name of a principal on the endorse- 
ment of an agent. The original power 
of attorney plus proof that the principal 
was alive and that the power of attorney 
was in effect at the time of endorsement 
and delivery is the only proper support 
for a transfer by an agent, and a statute 
could not very well authorize less proof. 
Under the present practice, transfer 
agents do not require such stiff proof, 
and rely largely on a certification by a 
bank or on the signature guaranty. 

9. Transfer of stock on the endorse- 
ment of a fiduciary to the individual 
name of the fiduciary. At the most such 
a transfer may be a breach of trust if 
the fiduciary is acting improperly. In 
view of the widespread practice, now 
supported by statute in thirty-four states 
and territories and by specific provisions 
in most trust instruments, of registering 
fiduciary stock in the name of a nomi- 
nee there is little occasion for a trans- 








_ 


and abbreviations. 


and their clients. 


THE 





2 


A new concept 


IN REPORTS FOR TRUST CUSTOMERS 


Northern Trust customers now receive reports on 
their trust accounts which are easier to read and 
easier to understand—with no confusing symbols 


The New Trust Reports, the product of two years 
of extensive research and the most modern ac- 
counting machines available, are printed on eye- 
pleasing gray paper of a size that’s easy to file. 
They are mailed to our customers on a schedule 
tailored to their individual requirements. 


This is another of the many Northern Trust 
services that lawyers find helpful to themselves 


You may obtain a sample of these newly 
developed reports simply by addressing your 
request to the Trust Department. 


NORTHERN TRUST 


COMPANY 
50 South LaSalle Street, Chicago 90, Illinois 
MEMBER FEDERAL DEPOSIT INSURANCE COMPANY 




















Aprit 1955 








fer to the individual name of a fiduci- 
ary. No fiduciary who wants to defraud 
his estate is going to transfer stock to 
his individual name when he can trans- 
fer it to a purchaser and pocket the 
proceeds or transfer it to a nominee. 
Nevertheless, the Uniform Commercial 
Code (Sec. 8-403) imposes a duty on 
the transfer agent to inquire when a 
fiduciary presents stock for transfer to 
his individual name. There should be 
no such duty. 


Form of Suggested Statute 


To conclude, the requisites for a 
workable exoneration state follows: 


1. It should be simple and short so 
that it can be well understood and 
easily applied. (The English statute is 
contained in one short sentence.) 


2. It should be confined to the 
sole purpose of doing away with the 
duty of the transfer agent to make 
inquiry as to whether a fiduciary is 
committing a breach of trust and ex- 
onerating the transfer agent from lia- 
bility to the beneficial owner if, in 
fact, the transfer was a breach of trust 


by the fiduciary. 
3. It should not be mandatory. 


4. It should avoid provocative pro- 
visions which lead to arguments among 
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lawyers, legislators, transfer agents, 
banks and brokers when it is considered 
for legislative enactment, which, in 
turn, would lead to different amend- 
ments in different states, thereby de- 
stroying the most important factor of 
all, namely, uniformity. 


5. To insure widespread adoption, 
it should be patterned on a statute 
already familiar to the legislatures of 
as many states as possible. For instance, 
the adoption of the Uniform Fiduciaries 
Act or of statutes similar to Section 3 
of that Act in twenty-eight states means 
that the legislatures of those states have 
accepted the policy of simplifying fidu- 
ciary transfers, at least to the extent 
provided in the Act. Also, the Uniform 
Stock Transfer Act which deals with 
transfers of stock between transferors 
and transferees, has received the unani- 
mous approval of the legislatures of all 
the states (although the Uniform Com- 
mercial Code would supersede it). 
Would it not be far easier to persuade 
those legislatures to adopt a simple 
amendment to one of these Acts than 
to persuade them to adopt a brand new 
statute, particularly a statute of the 
type of the Uniform Commercial Code? 


The Committee on Simplification of 
Stock Transfers by Fiduciaries of the 
American Bar Association has had un- 
der consideration a Proposed Model 
Exoneration Act, but the members of 
the Committee are, by no means, in 
accord as to the form of such Act or, 
indeed, as to the form of any statute so 
far devised or suggested for the pur- 


pose. I believe, however, that the Model 
Act is far better than the Uniform 
Commercial Code, and that, with some 
skillful surgery, it can come as close 
as humanly possible to being a work. 
able and acceptable statute. 


The laudable movement to simplify 
stock transfers is doomed to failure un. 
less a statute is devised which will de- 
fine the responsibility of a transfer 
agent in a uniform and practical man- 
ner and which will be accepted for 
widespread adoption by the state legis. 
latures. The great bulk of stock trans. 
fers is handled by professional transfer 
agents. The only way to keep the trans- 
fers rolling is to have a single under- 
standable procedure to be followed by 
the transfer clerks. The present varia- 
tion among the several states in respect 
of tax waiver and court order statutes 
makes fiduciary transfers difficult 
enough for the professional transfer 
agent. Exoneration statutes of varying 
and uncertain wording would just 
increase the difficulty. 


From another point of view, many 
large corporations have separate trans- 
fer offices or transfer agents in three 
or more different states. This situation 
presents problems of notice or knowl 
edge chargeable to the corporation and 
problems of conflicting laws. Any exon- 
eration statute, to be workable, must 
be geared to the conditions under which 
the professional transfer agents and the 
large corporations necessarily work. In 
other words, make it short, make it 
simple, and above all, make it uniform. 
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OF THE DISTRICT OF COLUMBIA 


Washington 5, D. C. 


GEORGETOWN 
UNIVERSITY 


One of the many civic and 
philanthropic beneficiaries of 
Trust Funds under our admin- 


istration. 


14th & G Streets, N. W. 
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st Me This may amuse you at our expense...or you may be 
ficult able to profit by it. 
asfer ‘ ; 
ving We find that a fair number of people who might 
just logically entrust their funds to us for investment say: 
“My holdings are too small to interest you.” 
nany ; . 
rans- Yet, very often they have substantially more than 
_ our average trust account. 
ition 
owl- o * s 
and 
me Here’s the other half of the paradox: 
hich — Some very wealthy people say, “United States 
| th : ‘ as , 
‘ “i Trust? I’d rather have my securities with a BIG 
e it . organization.” 
orm 


How big is BIG? We are responsible for invest- 
ments that run into the billions. Yet each individual 


investment problem—in the millions or thousands— 


seems big to us till it is solved. 
Maybe we're neither too big nor too small, but just 
right for you. It’s worth looking into. We shall be glad 


to talk over your affairs with you at your convenience. 
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Without 
leaving your desk 


...you can deal with 
a primary market 


Wherever you are, our Bond Depart- 
ment provides complete telephone 
facilities for trading in treasury bills, 
notes and short term Governments. 
We are also major dealers in State 
and Municipal bonds. Experienced 
and well-informed Bond Officers will 
serve you. 


To keep up with market develop- 
ments, our Correspondent banks and 
customers receive our listings of pri- 
mary issues every Monday morning. 
If you are not on this mailing list, you 
should be. Simply write or phone our 
Bond Department. 


MERCANTILE 
eS 


MEMBER FEDERAL DEPOSIT 
INSURANCE CORPORATION 


SAINT LOUIS 1, MISSOURI 


New York Correspondent: 14 Wall Street 
Chicago Telephone to Bond Department: 
Dial 211, request Enterprise 8470 
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Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 31, 
and the characteristics and qualities of the investments of these companies. 
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Reference should be made to the introduc- 
tory article in July 1949 issue, outlining pur- 
poses of publication and considerations in 
selecting stock and cost-of-living averages, 
periods and in interpretation of data. 
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Trust Council Activities 


March meetings of Life Insurance and 
Trust and Estate Planning Councils, as 
reported to T.&E., were: 


Connecticut—On March 28 the Con- 
necticut Life Insurance and_ Trust 
Council joined with the Junior Bar 
Section of the State Bar Association of 
Connecticut for the third annual joint 
dinner meeting. William H. Edwards, 
Esq., of the Rhode Island Bar, spoke 
on; “Lawyers, Life Underwriters and 
Trust Officers—The Nature of the 


Beasts.” 


Chicago—Members of the Chicago 
Life Insurance and Trust Council on 
March 4 heard Dr. Robert S. Hartman, 
Associate Professor of Philosophy at 
Ohio State University, speak on the 
subject, “American Practice of a New 
Economic System.” 


Philadelphia—On March 31 the Phil- 
adelphia Estate Planning Council list- 
ened to an address by George E. John- 
son, Esq., on “Variable Annuities,” and 
joined in a general discussion follow- 
ing the talk. Mr. Johnson is vice presi- 
dent and general counsel of Teachers 
Insurance and Annuity Association, and 
author of an article in the January 
issue of TRUsTS AND Estates (p. 12). 


Pittsburgh—Deane C. Davis, presi- 
dent of National Life Insurance Co. of 
Vermont, addressed the Pittsburgh Life 
Insurance and Trust Council on March 
1. His topic was: “Business Insurance 
and Business Insurance Trusts” (see 


page 284). 


Dallas—The Dallas Estate Council on 
March 10 heard Gene Emery speak on 
“Taxation of Grantors of Trusts.” Mr. 
Emery is a Dallas Attorney. 


New Plan for C.L.U. Institute 
at Wisconsin 


The American Society of Chartered 
Life Underwriters has announced that 
the Twelfth C.L.U. Institute, to be held 
August 1 to 12 at the University of 
Wisconsin, will use a new educational 
method under which students, broken 
into small groups, will devote the after- 
noon to workshop-discussion seminars 
in which, in close contact with the in- 
structors, they delve deeply into the 
subject matter of a discussion basis. The 
central theme will be “Lifetime and 


Testamentary Planning Under the New 
Tax Code.” 


Among those on the faculty are Cath- 
erine B. Cleary, vice president of the 
First Wisconsin Trust Co., Milwaukee; 
George J. Laikin, Wisconsin legal editor 
for T&E; Denis B. Maduro, New York 
attorney; Charles B. McCaffrey, Direc- 
tor of Advanced Training for North- 
western Mutual Life; and John O. Todd, 
C.L.U., Special Agent for Northwestern 
Mutual Life in Chicago. 


A A A 


Bank Wins Stockholder 
Attendance 


Seven hundred shareholders attended 
the 1955 annual meeting of Central Na- 
tional Bank, Cleveland, in contrast to 
the 40 or 50 of past years. The president 
invited them to vote on proposals to in- 
crease the capital stock and to establish 
a profit-sharing plan, to hear a presi- 
dent’s report illustrated with colored 
slides, to participate with officers of the 
bank in a question-and-answer period, to 
be the guests of the bank at luncheon, 
and to tour the bank afterword. The 
meeting opened at 11:00 a.m., adjourned 
at 12:40 p.m. Most of the stockholders 
stayed for lunch, 250 toured the bank 
afterward. 














LIFE UNDERWRITER 


TRUST OFFICER 





Illustration on cover of invitation to Connecticut Life Insurance and Trust Council 


joint meeting with Bar. 


Kansas Trust Conference 


The annual Trust Conference of the 
Kansas Bankers Association was held 
March 24 at the Broadview Hotel jp 
Wichita, with Trust Division president 
T. C. Hurst presiding. Following the 
opening remarks of Mr. Hurst, who 
is trust officer of Commercial National 
Bank in Kansas City, Mr. R. Young, 
president of First National Bank of 
Dodge City and vice president of the 
KBA, outlined the services which the 
Trust Division performs for the Associa. 
tion. 


A review of the changes in the Inter. 
nal Revenue Code as they affect fiduci- 
aries was presented by Robert Page, 
CPA and attorney in Wichita. He was 
followed by Charles H. Franklin, assist. 
ant chief national bank examiner, who 
detailed various phases of trust depart- 
ment examinations (See p. 351). At the 
afternoon session, the problem of in- 
vesting in today’s market was discussed 
by C. W. Eliason, Jr., vice president and 
trust officer of Commercial National 


Bank in Peoria, IIl. 
A A A 


Staff Meetings 
“Staff Meetings Are What You Make 


Them” is the subject of a new eight 
page manual recently distributed by 
Financial Public Relations Association, 
and prepared to answer numerous re- 
quests for a down-to-earth, practical 
staff training plan. The manual, describ- 
ing proposed series of nine staff meet- 
ings, is based upon two series of sound 
slidefilms: “The Customer Relations 
Series” designed to improve employee 
attitude and work habits, and the 


“Training Series,” which offers con- | 


structive criticism on combating errors, 
teaching techniques, using the telephone 
and keeping bank business secret. 


Recognizing the importance of staff 
training in banks of all sizes, the FPRA 
offers a package plan for sale or rental 
of its entire sound slidefilm program 
to all financial institutions. Write: Pres- 
ton E. Reed, Executive Vice President, 
Financial Public Relations Association, 


231 S. LaSalle St., Chicago. 


A A A 


@ The Trust Division of the Florida 
Bankers Association elected as its chair- 
man Fred T. Tinsley, Jr., trust officer, 
First National Bank of Leesburg. Harold 
F. Pelham, vice president and trust offi- 
cer, First National Bank in Fort Lauder- 
dale, was chosen vice chairman, and 
Henry Toland, trust officer, Exchange 
National Bank, Tampa, secretary. 
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PURCHASE AGREEMENTS 








(Continued from page 286) 


sme than the old one. To illustrate this, 

let us assume a closely held corporation 

yith five stockholders. If those indi- 

viduals should enter into a cross-pur- 

chase type of agreement, each of the 

sgockholders would have to be the owner 

of four policies of life insurance (one 
on the life of each of his associates) 

making twenty insurance contracts in 
all. If one of the stockholders should sell 
his stock to a sixth person, each of the 
remaining four stockholders would have 
to buy insurance on the life of the new 
stockholder and the new stockholder 
would have to buy insurance on the life 
of each of his four associates so that 
eight new policies would be required 
(under the ’54 Code, if a partnership 
were involved, it would, of course, be 
possible to salvage the four policies 
which the retiring stockholder owned on 
the lives of his associates and thus cut 
the amount of new insurance needed in 
half). Obviously, the arrangement would 
be extremely unwieldly and if we had 
assumed many more than five stock- 
holders, it would undoubtedly become 
completely unworkable. 


On the other hand, if a stock retire- 
ment type of arrangement were em- 
ployed, the corporation would need to 
acquire only five policies; one on the 
life of each of the stockholders and in 
the event of the change of ownership 
of the stock of one of those stockholders 
assumed before, only one new policy on 
the life of the new stockholder would be 
needed. Obviously, in this regard the 
style trend in business purchase agree- 
ments, as in automobiles, has been to- 
ward streamlining and neatness. 

Also, where a corporation is involved, 
if it happens to be in a lower income 
tax bracket than its stockholders, less 
money before taxes will be needed to pay 
premiums on the funding insurance 
where the stock retirement type of agree- 
ment is used. Of course, if the corpora- 
tion happens to be in a higher tax 
bracket, that consideration becomes a 
disadvantage rather than an advantage. 


Somewhat allied to this point is the 
fact that, for some reason which com- 
pletely escapes me, most individuals 
seem to find the burden of meeting 
of premium payments on the funding 
insurance much less painful when they 
come out of the business rather than 
When they come out of their own per- 
sonal pocketbook. 


There are, of course, some disad- 
vantages to the stock retirement and 
partnership entity approaches, but in 
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FoR QUALITY PROPERTY INSURANCE. SEE YoUR HOMETOWN AGENT! 


as your car? 


You buy your car by brand. 
Its name is your guarantee of 
value and performance. 


The same is true of automobile 
insurance. 


For your own sake, buy from 


He gives you service— 
Not just sales-talk. 





your reputable HOMEtown agent 
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Is your Insurance as good 


" Pays to take an interest 
in your insurance company, 
too. You need a friendly ‘ 
reliable company whose 
reputation measures up to 
your car's. Then you know 
you re protected when 
@ loss occurs, 
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‘Tk Home Insurance Company’s new 


advertisement sells automobile insur- 
ance, sure... 


but more important, it tells your custom- 


ers about the value of quality protection. 


Your auto loans must be covered by 
insurance—and it is in the interest 
of both bank and borrower to specify 
the very best insurance available. 


Your local agent of The Home Insurance 


Company will be glad to cooperate 
with you in every way possible— 
why not call him? 


ORGANIZED 1853 


FIRE - AUTOMOBILE 





Snsurence Company 


Home Office: 59 Maiden Lane, New York 8, N.Y. 

MARINE 

The Home Indemnity Company, an affiliate, writes 
Casualty Insurance, Fidelity and Surety Bonds 


This advertisement 
will appear in: 


American Home—June 


Better Homes and Gardens : 
—June 


Nation's Business—May 
Town Journal—May 
Time—May 9 

. Newsweek—May 9 


Business Week — May 7 
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most situations they are relatively minor. 
In some cases where a corporation is 
involved, there may be some difficulty 
in making certain that the amount paid 
in redemption of the stock will not be 
taxed to the recipient as a dividend 
under Section 302, et seq. of the 1954 
Code (what used to be Section 115g). 
Also, in the case of a corporation, if a 
survivor wishes to dispose of his inter- 
est in the business during his lifetime, 
he will probably find that the cost basis 
will be somewhat less under the stock 
retirement or partnership entity ap- 
proach them under the cross-purchase 
approach. In the case of a partnership, 
section 705(a) (1) (B) of the ’54 Code 
will produce an increase in the cost basis 
of the interests of the surviving partners 
even where a partnership entity type of 
agreement is used. 


By and large these objections are 
either not important or the agreement 
can be drawn in such a way that they 
can be avoided. As is so often the case, 
what is really important is that they not 
be overlooked in the drafting of the 
instruments. 


Disparity in Ages and Interests 


My principal concern: with the new 
models involves an aspect of them which 
is generally: regarded as one of their 
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greatest virtues. One of the great prac- 
tical difficulties with the cross-purchase 
type of agreement is the trouble which 
a young businessman with a minority 
interest often has in raising the money 
with which to pay premiums on his 
funding insurance on the lives of his 
older associates. Not infrequently, where 
people who do not fully understand the 
nature of the new models are involved, 
these difficulties seem to disappear like 
mist before the sun when resort is had 
to a stock retirement or partnership type 
of agreement. 


In order to illustrate this graphically 
and dramatically, let us assume a 
$100,000 corporation with 100 shares 
of stock outstanding. Ninety-nine of 
these shares are owned by Mr. A, a 
man of wealth aged 65, and the re- 
maining one share is owned by Mr. B, 
a man of modest circumstances aged 35. 
If we try to set up a buy and sell agree- 
ment for these two individuals on the 
cross-purchase basis fully funded by life 
insurance, it is obvious that Mr. B 
would have to own and pay premiums 
on a $99,000 policy of insurance on the 
life of Mr. A. The annual premium of 
approximately $9,000 which would be 
involved would undoubtedly be entirely 
out of the question for Mr. B. However, 
the corporation has plenty of money and 
a good income so when we decide in- 
stead to enter into a stock retirement 
type of agreement with the corporation 
owning $99,000 of funding insurance on 
the life of Mr. A and $1,000 of fund- 
ing insurance on the life of Mr. B, the 
corporation will have no difficulty what- 
soever in paying the premiums as they 
become due. If, after the agreement has 
been in force for a period of time, Mr. 
A dies, the corporation will presumably 
collect the $99,000 of insurance on Mr. 
A’s life, pay that over to Mr. A’s 
estate for Mr. A’s stock, and Mr. B will 
be a 100% owner of a $100,000 corpora- 


tion. 





Because of the extreme figures used, 
the arrangement is obviously too good 
to be true. What has happened, of 
course, is that Mr. A. has in effect pro. 
vided 99% of the funds used for the 
retirement of his stock. In order for a 
stock retirement (or partnership entity) 
type of agreement to work out equitably 
to both the estate of the decedent and 
to the surviving owners of the business, 
it is essential that valuations be based 
on what the assets of the business will 
be after one of the business associates 
dies, rather than on what they are at the 
time the agreement is entered into. In 
the case we have been assuming, it is 
apparent that after the death of Mr. A, 
the assets of the corporation will have 
to be of such amount that 99% of them 
can be turned over to A’s estate in liqui- 
dation of his 99% interest in the corpo- 
ration with the remaining 1% of the 
assets which will remain in the corpora- 


tion worth $100,000. 


As a consequence, in order to make 
the stock retirement agreement equitable 
in the situation we are considering, it 
would be necessary for the corporation 
to purchase $9,900,000 of insurance on 
the life of Mr. A and agree to pay him 
that amount in retirement of his stock. 
Set up on that basis, on Mr. A’s death, 
the assets of the corporation would be- 
come $10,000,000. Ninety-nine per cent 
of that amount would be paid to Mr. A 
in liquidation of his 99% interest and 
Mr. B would become the sole proprietor 
of the corporation with its remaining 
assets of $100,000. In the light of these 
figures, the stock retirement agreement 
is obviously more unworkable than the 
cross-purchase type of arrangement 
which we considered first. 


The hard lesson taught by this ex- 
ample is, of course, that where equity 
is maintained there is no magic either 
in life insurance or in any type of a 
business purchase agreement which will 
enable a person of modest means to be- 
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ACTUARIES—PENSION CONSULTANTS 


Several of the closely-held industrial clients of this advertiser—a well known firm of 
Actuaries and Pension Consultants—have been recently involved in mergers. We have 
observed that their actions have been aimed principally at 


Tax advantages to the owner-management group, and 
Lower operating costs resulting from departmental 
consolidation and increased volume. 


The owner-management of this successful, well-staffed personal-service organization 
with a substantial group of clients in industry. finance and government, under con- 
tract, is interested in buying another successful business of like type, or in merger OF 
consolidation—to the ends that lower costs may benefit clients and maximum tax 
protection may be provided for those who have built both businesses. 


The undersigned independent third party may be approached by interested principals 


WALTER A. DAVIS 
New York, N. Y. 


HAnover 2-7000 
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come suddenly the owner of large busi- 
ness interests to which he has made no 
substantial contribution. 


Injustice to Decedent 


Even where there is no disparity in 
the holdings or the ages of the asso- 
ciates, the stock retirement and partner- 
ship entity types of agreement are fre- 
quently set up so as to work a sub- 
stantial injustice to the party to the 
agreement who dies first. To illustrate 
this, let us take our former corporation 
but now let us assume that Mr. A and 
Mr. B are each 35 years of age and in 
good health and each owns fifty shares 
of the stock of the corporation. Mr. A 
and Mr. B and the corporation enter 
into a stock retirement type of agreement 
under which the corporation agrees to 
purchase the stock of the stockholder 
first to die for $50,000 and takes out 
$50,000 of funding insurance on the 
life of Mr. A and $50,000 of funding 


insurance on the life of Mr. B. 


Mr. A dies and the corporation col- 
lects the $50,000 of insurance, but now 
we find that we have not a $100,000 
corporation, but a $150,000 corporation. 
Premiums on the funding insurance were 
paid with corporate funds and should 
therefore inure to the benefit of Mr. A 
just as much as to the benefit of Mr. 
B, but under the agreement as set up, 
Mr. B will be the sole beneficiary of 
the insurance and Mr. A’s estate will 
receive only $50,000 for stock which, 
on the basis of the figures assumed, has 
aclear value of $75,000. In this instance 
I cannot feel too sorry for Mr. A. be- 
cause at the time he entered into the 
agreement, his chances of being the 
survivor, and as a consequence getting 
more than he was entitled to instead of 
less, were just as good as Mr. B’s. I 
do, however, suggest that businessmen 
should not be put in the position of en- 
tering into a gamble of that type, with- 
out knowing what they are doing. 


Now let us assume that the stock is 
owned by ten stockholders, each of 
whom owns ten shares. If you should 
attempt to set up a cross-purchase type 
of agreement for these ten stockholders, 
it would be necessary to split up the 
funding insurance into ninety policies 
(each of the ten stockholders would need 
to own nine policies on the lives of his 
nine associates). The very cumbersome- 
ness of the arrangement would make it 
unworkable. As a consequence, we in- 
stead set up a stock retirement agree- 
ment under which the corporation agrees 
to retire the stock of the stockholder 
first to die for $11,111 and to purchase 
$11,111 of insurance on the life of each 
of the stockholders with which to fund 
its obligation, when one of the stock- 
holders dies, the assets of the corpora- 
tion, by reason of the maturity of the 
policy on his life, are increased to 
$111,111. Ten per cent of that amount 
or $11,111 is paid to the estate of the 
decedent and the nine surviving stock- 


holders become the sole owners of the 


$100,000 corporation. 


The arrangement has worked out 
beautifully and, because of the odd 
amount of the purchase price with com- 
plete equity to everyone. My principle 
(that the purchase price should be based 
on what the assets of the corporation 
will be after the death of a stockholder) 
was followed without creating any hard- 
ship and an equitable result was ob- 
tained. 


I hope that these examples have shown 
that in the business purchase agreements 
field there is a place for the old models 
and a place for the new. Where you 
have many business associates, the cum- 
bersomeness of the cross-purchase type 
of arrangement renders it impractical 
and generally undesirable. On the other 
hand, in that situation it is generally 
possible to work out a stock retirement 
or partnership entity type of arrange- 
ment which will accomplish exactly what 
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the parties desire. Where the business 
associates involved are few (let us say, 
two or three) the cross-purchase type of 
arrangement becomes entirely practical 
and workable while the substantially 
larger amounts of insurance required 
under a stock retirement or partnership 
entity type of agreement, if it is set up 
as to be fair to both the decedent and 
the survivors, will require so much 
larger amounts of insurance that it be- 
comes the unworkable arrangement. 


A A A 


TAX ON TERMINATION 
(Continued from page 295) 


cept of income in the federal tax sense 
as governing distributions to a legatee 
under section 162; and, by inference 
at least, left the door open as an invita- 
tion for a claim for deductions under 
both sections 126 and 162 in the case 
of an income beneficiary. 


The essential problem confronting the 
appellate court in this phase of the 
Linde case was more artfully handled 
by the District Court in Austin v. United 
States, 116 F. Supp. 283 (1953). After 
concluding that proceeds from the sale 
of real property interests of the estate 
were taxable as capital gains, the court 
held, initially, that the taxpayer (the 
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sole devisee-legatee and executor of the 
estate) was taxable on the capital gains 
and other estate income shown to have 
been distributed to him as sole legatee- 
devisee each year during the admin- 
istration of the estate. The reason ad- 
vanced for this result was that in fact the 
capital gains and other income had been 
distributed under the color of the rights 
of an independent executor pursuant to 
Texas law. The court noted that the 
capital gains distributed to him were 
corpus which the estate was not entitled 
to deduct and cited the Tax Court opin- 
ion in the Huesman case. However, in 
a supplemental opinion, among other 


Code. 


things, it was held that the estate was 
entitled to the deduction of the estate 
taxes attributable to certain installment 
obligations representing section 126 in- 
come included in the gross estate; and 
the ruling that capital gains were a dis- 
tribution of corpus was re-affirmed with- 
out discussion of the Carlisle case. 


To state that the 1942 Amendment 
clarified the law or to state that case 
law gradually contracted the area of 
uncertainty would be wishful thinking in 
the extreme. However, it is not wishful 
thinking to believe that substantial relief 
and improvement has come with the new 
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ASSETS 

Cash on Hand and in Banks $ 193,525,288.36 
United States Government Securities ae eee 484,062,568.66 

State, Municipal and Other Securities, including Stock of 
the Federal Reserve Bank .... . 131,552,334.44 
Loans and Discounts . . .... -« ; . 533,484,280.28 
[Rs » © © 6 © © © © © © « 3,093,818.66 
a ee 1.00 
Other Assets . i eae: ene ee 5,632,108.05 
$1,351,350,399.45 

LIABILITIES 

Capital Stock ie ere $ 17,500,000.00 

i. - « -« - « _ * © * »s 52,500,000.00 

Undivided Profits. . . . 11,829,018.83 
Capital Funds $ 81,829,018.83 

DEPOSITS 

Commercial and Savings. . $1,214,724,729.05 
Estates and Corporate Trust . 40,501,197.02 1,255,225,926.07 
Accrued Taxes, Interest, etc. . < «© 8 11,460,690.48 
Other Liabilities a a ee a ee 2,834,764.07 
$1,351,350,399.45 


United States Government Securities carried at $121,999,423.70 are pledged to secure U. S. Govern- 
ment Deposits and other Public Funds and for other purposes as required or permitted by law. 


Assets are shown NET after deducting Valuation Reserves 
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Effect of 1954 Code 


The principal objective of the new 
statutory sections (641 to 668 inclu. 
sive) is to effectuate the conduit prin. 
ciple. Amounts distributable to a bene. 
ficiary are in general taxable to the 
beneficiary only if such amounts repre. 
sented income in the federal tax sense 
to the fiduciary; taxable income is not 
increased in effect by virtue of wasted 
or lost deductions. The character of 
income (taxable or nontaxable, capital 
gains or ordinary income) in the hands 
of the recipient is preserved. In order 
to achieve this objective, it was both 
necessary and desirable to draft many 
completely new sections. Set forth below 
is a review of the new sections relating 
to termination. 


A. The Senate Finance Committee 
Report of section 641 is declaratory of 
the present case law respecting the 
termination of trusts and estates. Sec. 
tion 641 corresponds to section 161 of 
the former Code. The classes of fidu- 
ciary income described in section 641 
are illustrative only and the classifica- 
tion does not exclude other kinds of 
estate and trust income, which is also 
the case under the former Code. 


B. Under subsection (h) of section 
642, unused net operating loss carry- 
overs, unused capital loss carry-overs 
and deductions (exclusive of fiduciary 
personal exemptions and charitable con- 
tributions) in excess of gross income 
for the last taxable year are allowed to 
beneficiaries succeeding to the estate 
or trust property on termination. The 
particular manner in which such de- 
ductions are to be claimed by the bene- 
ficiary is not specified. It is not clear 
whether all or any of such deductions 
may be claimed by a taxpayer electing 
to use the standard deduction. Section 
63 provides that taxable income in such 
case is to be adjusted gross income less 
the standard deduction and personal ex- 
emption. Section 62 which defines ad- 
justed gross income makes no specific 
reference to deductions allowable under 
subsection (h) of section 642. 


It is interesting to note that section 
62(6) is substantially identical with 
section 22(n)(5) of the former Code 
although the problem of allowing a de- 
duction for depreciation to beneficiaries 
of a trust would appear to be well pro 
vided for under subchapter J of the new 
Code. It seems reasonable to apply the 
conduit theory to the deductions and, 
insofar as it is possible to do so, con- 


12Revenue Code of ’54, H.R. 8300, CCH Special 
16, p. 340. . 
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sider thé deductions to retain the same 
character in the hands of the beneficiary. 
This position may be questioned by the 
Commissioner inasmuch as specific au- 
thority is set forth in subchapter J for 
having income items retain their charac- 
ter but not for deductions. 


C. The adoption of the rule of the 
Carlisle case and the general treatment 
of capital gains and losses in section 
643(a)(3) is best described by the 


Senate Finance Committee:?* 


“To the extent that gains from the 
sale or exchange of capital assets are 
allocated to corpus and are not (A) 
paid or credited to any beneficiary 
during the taxable year or (B) paid, 
permanently set aside or to be used 
for the purposes specified in section 
642(c) (charitable deduction), they 
are excluded from the computation of 
distributable net income. The effect of 
this modification is to tax capital 
gains to the estate or trust where the 
gains must be or are added to princi- 
pal. However, where the gains are 
actually distributed to beneficiaries 
during the taxable year — for exam- 
pie, in the year of termination of the 
trust. — then the gains are included 
in the computation of distributable 
net income. Similarly, if capital gains 
are paid, permanently set aside, or 
to be used for the purposes specified 
in section 642(c) so that a charitable 
deduction is allowed under that sec- 
tion in respect of the gains, they must 
be included in the computation of dis- 
tributable net income. Losses from the 
sale or exchange of capital assets are 
excluded from the computation of dis- 
tributable net income except to the 
extent that they enter into the deter- 
mination of any net capital gains that 
are paid, credited or required to be 
distributed to a beneficiary. The de- 
duction for capital gains provided in 
section 1202 is not taken into account 
in computing distributable net income. 
If capital gains are accumulated, and 
thus excluded from the computation of 
distributable net income, the deduction 
under section 1202 is available only 
to the estate or trust. On the other 
hand, if capital gains are distributed 
to a beneficiary, they retain their 
character in the hands of the bene- 
ficiary and he becomes entitled to the 
deduction under section 1202 in re- 
spect of the gains.” 


D. Sections 651 and 652 apply to 
trusts which are required to distribute 
all income currently. However, a trust 
of this type is excluded from the appli- 
cation of these sections in any year in 
which it distributes corpus. This is in- 
tended to exclude the year in which ter- 
mination occurs. 


E. Sections 661, 662 and 663 apply 
to estates and trusts accumulating in- 
come or distributing corpus. It appears 


-_ 


Revenue Code of ’54, supra, pp. 343-4. 


Apriu. 1955, 


that section 663(a)(1) limits the gift 
and bequest exemption in section - 102 
(the present counterpart of section 
22(b) (3) of the former Code) in ac- 
cordance with the following legislative 
intent :1* 


“Your committee has provided that 
a gift or bequest of a specific sum of 
money or specific property which is 
properly paid or credited under the 
terms of the governing instrument 
and which is paid or credited to a 
beneficiary either in a lump sum or 
in not more than three installments 
will not be included as an amount 
falling within section 661 or 662. 


144Revenue Code of ’54, supra. pp. 353-4. 


Thus, a lump-sum gift or bequest of 
specific property or of a specific sum 
of money will not be allowed as an 
additional deduction to the estate or 
trust under section 661, nor will it 
be deemed a distribution of taxable 
income to the beneficiary under sec- 
tion 662 provided that such gift or 
bequest is required by the _ specific 
terms of the will or trust instrument. 
Similarly, such a gift or bequest which 
is paid or credited in not more than 
three installments will be treated in 
the same manner as a lump-sum gift 
or bequest. However, if the governing 
instrument provides that the gift or 
bequest of specific property or a 
specific sum of money is payable only 
from the income of the estate or trust, 





FIDUCIARY SERVICE FOR CORPORATIONS 





Mt Trustee under Corporate Indentures 


California... 


(Vt Transfer Agent, Registrar 


[Mt Paying Agent 


MM Custodian 


USE 
THESE 
HELPFUL 


it Depositary and Agent under Voting 
Trust Agreements 


[Yt Trustee under Pension and Profit 
Sharing Plans 


FIDUCIARY SERVICE FOR INDIVIDUALS 





BANK 


M Executor and Trustee under Wills 


(J Trustee under Voluntary or Living Trusts 













































































NATIONAL 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 


M Trustee under Life Insurance Trusts 


i Agency and Custodian Account Service 


BAN K 


HEAD OFFICE: One Montgomery Street, SAN FRANCISCO 


OAKLAND 


SAN MATEO 


331 

















































































































an amount so payable will not be 
treated as an excluded gift or be- 
quest under the above rule. For ex- 
ample, a legacy of $5,000 to bene- 
ficiary A would be excluded provided 
that it was paid or credited in a lump 
sum or in not more than 3 install- 
ments, while a legacy of $5,000 to A, 
which was payable only out of the 
income of the estate, would fall with- 
in the provisions of sections 661 and 
662. Similarly, a distribution of 
$25,000 to beneficiary A, upon his 
attaining the age of 25 as provided 
in the trust instrument, would fall 
within the gift exclusion of this sub- 
section; whereas, a distribution to A, 
upon his attaining the age of 25, of 
the accumulated income for the prior 
year or years of the trust under the 
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terms of the trust instrument, would 
not be subject to the gift exclusion 
whether such amounts were payable 
only out of accumulated income or 
were payable either out of income or 
corpus.” 


F. In section 663(b)(1) as passed 
by the House of Representatives, the 
amount of final distributions of trusts 
and estates was taxable only to the 
extent that it included gross income of 
the estate or trust for its final year. In 
connection with the deletion of this 
subsection, the Senate Finance Commit- 
tee said:!° 


“Since on termination of an estate or 
trust the amount allowed as an ddi- 
tional deduction under section 661 and 
treated as taxable to the beneficiary 
under section 662 is limited to the 
distributable net income of the estate 
or trust for its final taxable year, the 
House provision has little application 
except as to amounts treated as falling 
within sections 661 and 662 by reason 
_ of subpart D. Your committee has 
added a specific exception in section 
665 in subpart D dealing with amounts 
paid or credited to a beneficiary as a 
final distribution of the trust. In view 
of this amendment to subpart D, the 
retention of subsection (b) (1) of the 
House bill appears unnecessary.” 


Subpart D is generally concerned 
with: (a) the distinction between (i) 
distributions of accumulated income in 
excess of net income of the fiduciary 
in that taxable year and (ii) what are 
apparently regarded as true distributions 
of corpus;'® and (b) the allocation of 
accumulation distributions to the five 
years preceding the year of distribution, 
to the end that, in effect, short-term re- 
tentions or accumulations of taxable in- 
come by a fiduciary shall be deemed to 
have been distributed and taxable to the 
recipient over a period of years (this 
has been referred to as the “5-year 
throwback” rule) .17 Final distributions, 
of course, frequently include income 
taxed to the fiduciary and accumulated 
over a period of years. Under the Senate 
version of what constitute “true corpus 
distributions,” the section 665(b) (4) 
exclusion relating to final distributions 
is limited to amounts distributed by a 
trust “more than 9 years after the date 
of the last transfer to such trust.” 


Accordingly, it would appear that the 
“5-year throwback” rule of section 666 
will apply to many testamentary and 
inter vivos trusts whether or not the 
trust is terminated in less than 10 years 
by deaths or other uncontrollable events. 
It may be hoped that the proposed Tech- 


Revenue Code of ’54, supra, p. 354. 
16Section 665(b). 
Section 666. 











nical Changes Act will modify the harsh 
narrowness of this exclusion which was 
expressly contracted to prevent the estab. 
lishment of short-term trusts for the 
accumulation of income and for making 
final distributions within relatively short 
periods. However, there is little fairness 
in removing trusts with indefinite or 
unpredictable terms from the ambit of 
this exclusion. It is noteworthy that the 
“9 year throwback” rule does not apply 
to estates. 


G. The former problem of double de. 
ductions under sections 126 and 162 
has been resolved in section 691, which 
governs income in respect of decedents 
and the allowable deduction for estate 
taxes attributable to such income. Sub. 
paragraph (B) of section 691(c) (1) 
now provides a means coordinating this 
deduction with the income taxation of 
trusts; it is explained by the Senate 
Finance Committee as follows:18 


“Where an estate or trust includes in 
its gross income increase in respect 
of a decedent but all or a part of such 
income is paid, credited, or required 
to be distributed to a beneficiary of 
the estate or trust, the deduction al- 
lowable on account of the estate tax 
attributable to such income must be 
allocated between the estate or trust 
and the beneficiary. In such cases the 
estate or trust must compute the de- 
duction allowable to it under this sec- 
tion by excluding from its gross in- 
come the portion, if any, of the items 
of income in respect of a decedent 
which is paid, credited, or required to 
be distributed to beneficiaries during 
the taxable year. Under existing law 
items of income in respect of a de- 
cedent distributed by an estate or trust 
are ordinarily not includible in gross 
income of the beneficiary, because such 
items represent “corpus” as distin- 
guished from “income” in the hands 
of the estate or trust. However, the 
revised income tax provisions relating 
to estates, trusts and beneficiaries gen- 
erally do not preserve this distinction 
for income tax purposes of a bene- 
ficiary.” 


Initial study of this provision indicates 
that a “tracing” problem may exist in 
rare factual situations, i.e. has income 
of a decedent been paid, credited or re- 
quired to be distributed. 


It is beyond argument that the new 
Code in this field represents an out- 
standing improvement in the applicable 
law from almost any point of view. How- 
ever, in the absence of Treasury regu- 
lations and in view of the controversial 
history of this field, it would be an act 
of courage but not of prudence to say 
that all problems have been resolved. 


18Revenue Code of ’54, supra, p. 375. 
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PROFIT SHARING 


~ DIGEST 


SAMUEL N. AIN 


Pensions for Self-Employed 


N THIS AND TWO PRIOR CONGRESSIONAL 
] sessions, bills have been introduced 
offering tax relief to individuals who 
are ineligible to participate in qualified 
pension plans, particularly professional 
and other self-employed persons. The in- 
eligibility of those persons arises from 
the requirement of the Internal Revenue 
Code that a pension plan to be qualified 
must be that “of an employer for the ex- 
clusive benefit of his employees or their 
beneficiaries.” 


Identical bills by Representatives Jen- 
kins and Keogh would permit exclusion 
from income tax of contributions into 
a “restricted retirement fund” or to- 
wards a “restricted retirement annuity 
contract” by anyone who is not eligible 
to become a member of a qualified pen- 
sion or profit-sharing plan.* With cer- 
tain special provisions for older persons 
and for the carry over of unused exclu- 
sions, such an individual may contribute 
annually up to 10% of the first $75,000 
of his earned net income. A lifetime 
limitation on such exclusions is set at 
$150,000. To qualify as a restricted re- 
tirement fund or a restricted retirement 
annuity no benefits may be paid there- 
from prior to the individual’s attaining 
age 65 except in the event of his death 
or disablement. The restricted retirement 
fund would be exempt from taxation and 
the payments from such a fund or re- 
stricted annuity contract would be tax- 
able when received, and if paid out as a 
lump sum after 5 years of accumulating, 
as a long-term capital gain. 

A man’s contribution of 10% of fixed 
salary each year to retirement at age 
65 or 70 would produce approximately 
the annual income shown below, as- 
suming 3% interest. Upon the death of 
the participant before retirement the 
contributions with interest to the date 


of death would be refunded. Upon death 


*See discussions in T&E, Feb. °54, p. 92; Oct. 
°63, p. 775; Nov. ’52, p. 808, on prior proposals. 
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after retirement before the participant 
had recovered his contributions with in- 
terest to retirement, the excess would be 
paid as a death benefit. 
Annual 
Benefit 
at age 65 


Contribution as a per- 
of 10% a year centage of 


Annual Benefit at 
age 70 as a 
percentage of 


starting at age salary salary 
30 43% 60% 
35 34 48 
40 26 38 
45 19 29 
50 13 22 
55 8 15 
60* 6 14 


*Contribution at 15% of salary as provided in 
Jenkins-Keogh bill. 

An excellent case can be made for 
making available to the professional 
man no less than to the corporate em- 
ployee an opportunity of accumulating 
a retirement fund on a comparable tax 
favored basis. But too little thought has 
been given to the serious consequences 
of the Jenkins-Keogh bill, particularly 
its effect on qualified pension and profit- 
sharing plans and the discrimination it 
would create against employees who are 
or could be covered by such plans. 


An employer who wants to establish 
a pension under Section 401(a) of the 
Internal Revenue Code must include a 
representative group of his employees 
and must provide benefits that will not 
discriminate in favor of stockholders, 
supervisory or highly paid employees. 
He cannot select his key employees and 
provide a pension plan for them alone. 
Moreover he must establish a definite 
plan and commit himself to a more or 
less fixed annual contribution (with 
some flexibility depending upon the 
funding used). 


If the proposed bill were to become 
law such an employer would have a 
more attractive alternative procedure. 
He could first determine which key em- 
ployees he wishes to cover and the 
benefits he would provide. Then he 








could merely increase their compenss. 
tion so that they, as individuals, could 
participate in a restricted retirement 
fund to the extent of the increase jy 
compensation. Since the employee who 
participates in the restricted retirement 
fund is not committed to a fixed con. 
tribution each year, the employer can 
vary the additional compensation from 
year to year, up to the limit permitted 
by the bill, depending upon the profits 
in the year and his own inclination. The 
employer gets a deduction and the ge. 
lected employees get the same tax ad- 
vantages during the accumulation and 
pay-out periods as under a 401(a) 
trust. 


An employer with 100 salaried em. 
ployees wishing to establish a qualified 
pension plan at the present time may 
have to cover 60 employees in a non. 
discriminatory manner. Under the pro. 
posed bill he could cover 5 or 6 or even 
limit the benefits to stockholder employ- 
ees. Unless his employee relations or his 
own conscience dictate the necessity for 
broad coverage, many an employer in 
such a situation will not use the vehicle 
provided by Section 401(a) but will 
prefer to provide benefits to individu- 
ally selected employees. 


An employer contemplating a profit- 
sharing plan would frequently find it 
more advantageous to provide benefits 
to the individually selected employees 
in the form of additions to their regular 
compensation which would vary with 
profits and which the employees would 
then contribute to their own restricted 
retirement funds. While the limitation 
on contributions may be greater under 
a qualified profit-sharing plan, the abil- 
ity to pick and choose both coverage 
and benefits would probably outweigh 
this consideration. 


A good many employers in establish- 
ing qualified pension or profit-sharing 
plans are primarily concerned with a 
handful of employees. We can therefore 
expect that if the bill should become law 
fewer employer sponsored pension and 
profit-sharing plans will be established. 
In fact, there is considerable likelihood 
that many current plans, particularly 
those of smaller organizations, will be 
terminated and the key employees in 
these organizations will receive their 
benefits through the new device. In such 
cases the other employees will be cov- 
ered only by governmental plans to 
which may be added union negotiated 
pension plans. One consequence of this 
may very well be to encourage the 
growth of white collar unions. 
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It is generally agreed that the objec- 
tive of our public policy as evidenced by 
the requirements of Section 401(a), is 
to encourage through tax inducements 
the growth of private pension plans 
which do not discriminate in favor of 
stockholders, executives, or highly com- 
pensated individuals. To the extent that 
these proposed bills would operate 
against that growth they would run 
counter to public policy. The possibility 
of this should not be obscured in the 
effort to eliminate tax inequalities be- 
tween employed and self-employed. 


A solution to the problem of pensions 
for the professional, the self-employed, 
the sole proprietor and partner must be 
found. However, it does not lie in the 
proposed bill which would create even 
greater inequities. Perhaps it may be 
found in the amendment of Section 
401(a) itself so that the self-employed 
can be considered employees for the 
purpose therein. Of course, many limita- 
tions would have to be provided to pre- 
vent serious abuse. They could be es- 
tablished in part by law, but mostly by 
regulations. 


An illustration of the extension of the 
term “employee” is found in Section 
3797 (a) (20) of the Revenue Act of 
1951 which provided that, with respect 
to stock bonus, pension, profit-sharing, 
and annuity plans the term “employee” 
shall include a full-time life insurance 
salesman who is considered an employee 
for the purpose of subchapter A of 
Chapter 9, or, in the case of services 
performed before 1951, who could be 
considered an employee if his services 


were performed during 1951. 


Employee contributions under quali- 
fied pension or profit-sharing plans are 
not excludable for income tax pur- 
poses, whereas in the proposed bill all 
contributions of the participants to the 
restricted retirement fund would be so 
excludable. Unless some restriction is 


imposed, this advantage to the self-em- 
ployed will exist if the proposal out- 
lined above, extending the definition of 
“employee” in Section 401(a), is fol- 
lowed. A means of controlling it may be 
available, however, in permitting the 
Commissioner to rule that, in plans 
which include the self-employed, a cer- 
tain percentage of the contributions can 
be deemed to be non-excludable. This 
percentage can vary, being largest for 
the self-employed without any other em- 
ployees where the benefits are relatively 
high, and zero where there is a large 
number of other employees and the 
benefits are more modest. Thus in the 
richer and more limited plans the em- 
ployees would be treated as if they were 
contributing in part towards their bene- 


fits. 


Profit-Sharing Poor 


We are all familiar with the person 
who owns so much land that he is “land 
poor” or the one who has so much life 
insurance coverage that he is “insur- 
ance poor.” It appears that the partici- 
pants in a profit-sharing plan which is 
frequently considered to be outstand- 
ingly successful are profit-sharing poor. 


At the Fulbright subcommittee hear- 
ings, Gen. Wood, a director and chair- 
man of the finance committee of Sears 
Roebuck & Co., telling of how success- 
ful the Sear’s profit-sharing plan is, 
gave the example of a woman employee, 
aged 55, earning $80 a week, who had 
worked for the Company some 40 years 
and had accumulated a very substantial 
interest in the Fund. If she were to re- 
main in service to age 65 she could re- 
ceive a distribution of perhaps $150,000 
after taxes. This is indeed a princely 
fortune to a woman aged 65 who has 
worked 50 years with an average in- 
come of perhaps $3,000 a year. Inter- 
est alone on the distribution would give 
her far in excess of her annual earnings 
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as an employee. Alternately, she could 
receive a life annuity of more than 
$10,000 a year over and above her 
social security benefit. 


Is this successful profit-sharing, or is 
it a cruel joke,—a lifetime spent work- 
ing and living on an income from $60 
to $80 a week in order to accumulate 
a fantastic sum when it is too late to 
make use of it! Imagine the head of a 
family in similar circumstances, rais- 
ing and educating a family on up to 
$80 a week, with such a fortune avail- 
able at his death or upon attainment of 
age 65, when his financial needs are 
so much smaller in the normal course 
of events. Is there not a substantial dis- 
tortion between his earnings during his 
working and spending lifetime and the 
accumulation in his account in the pro- 
fit-sharing fund? How do his wife and 
children look at this tremendous sum 
available at his death? A study by the 
Company of the social, psychological, 
economic and sociological effects of 
such “successful” profit-sharing plans on 
family life would be most rewarding. 


It should be noted that such extreme 
situations of participants who are profit- 
sharing poor are most unlikely to de 
velop in most profit-sharing plans. 
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Second head office opened in year 
after founding of Chase. 


The Chase Manhattan. Bank, repre- 
senting the merger of the Chase National 
Bank and the Bank of the Manhattan 
Company, opened for business April 1, 
following shareholders’ approval by a 
record vote. With total assets of more 
than $7,500,000,000, the Chase Manhat- 
tan becomes the largest bank in New 
York and second in the nation. The com- 
ponent banks ranked third and fifteenth 
in the United States prior ,to the merger. 


The executive staff of the new bank 
is headed by John J.‘McCloy, chairman 
board of directors; J. Stewart Baker, 
chairman executive committee and presi- 
dent; Percy J. Ebbott and Graham B. 
Blaine, vice chairmen board of directors. 


The Manhattan Company was char- 
tered by the New York State Legislature 
on April 2, 1799 for the primary purpose 
of constructing a water supply system 
for New York City. On September 1 of 
that year it opened a banking office at 40 
Wall Street. When John Thompson 
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Chase National Bank Head Office Building 
at 18 Pine Street. 
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CHASE, MANHATTAN BANKS 
COMBINE TO FORM 
NATION’S SECOND LARGEST 





founded the Chase in 1877, the Man- 
hattan had long since abandoned its 
water works operations and was firmly 
established as one of the nation’s leading 
banks. The Chase was named after Sal- 
mon P. Chase, Secretary of the Treasury 
under President Lincoln. 


The Manhattan, by helping finance 
such projects as the Erie Canal, had 
thrived during the years when the nation 
was pushing its frontiers westward. The 
Chase was founded at a time when the 
country’s geographical frontiers had all 
but disappeared and the nation was turn- 
ing its sights on new frontiers of indus- 
try. Just a few months before the merger 
with the Manhattan, the Chase organized 
on Atomic Energy Division, which will 
continue as a unit of the new bank to 
aid the country’s development on this 
new frontier. 


The Manhattan was organized to com- 
bat yellow fever. A fatal epidemic had 
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swept New York in 1798 and the city’s 
insanitary water supply was mistakenly 
blamed for spreading the malady. A 
group of citizens, led by the arch political 
rivals, Alexander Hamilton and Aaron 
Burr, initiated a project to give the city 
a pure water system. Burr drafted the 
charter for the Manhattan Company, the 
same charter under which the Chase 
Manhattan now will operate. In it he 
inserted a clause permitting the Com- 
pany to use capital not required by the 
water works project “in the purchase of 
public or other stocks, or in any moneyed 
transactions.” The Company soon found 
that a good part of its orginal capital 
would not be needed for the water sys- 
tem. On May 15, 1799 the directors voted 
to use the surplus funds to open an 
“office of discount and deposit.” Burr had 
no connection with the Company when 
in 1804 he fatally shot Hamilton in the 
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First office of Manhattan Company | 

at 40 Wall in 1799. Spr 

most famous duel in American history. : 

The pistols used in that grim contest : 
were acquired by the Company. 

The Manhattan is credited with in- 
troducing several innovations which have § fo 
become standard practices and opera- } 
tions in modern banking. These include d 
endorsement of checks, the bank credit 
department, and the correspondent bank Ma 
relationship. Chase brings to the merged § 
institution the largest roster of corre- : 
spondent bank relationships in the U. S. 


The new bank has 95 offices in four 
boroughs of New York City and 17 
branches and 5 representetives’ offices 
overseas. Its head office is at 18 Pine 
Street, the former Chase head office, 
while the operations of several major 
head office departments will be carried 
on at 40 Wall Street, Manhattan’s former 
main office, and at 11 Broad Street, where 
will be located the combined trust de- 
partment, in which John B. Bridgwood 
is senior vice president. 
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Bank of the Manhattan Co. Building 
at 40 Wall Street. 
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TRUST PERSONNEL CHANGES 


CALIFORNIA 


Harris C. Kirk named executive vice 
president and director. Associated 
with the company since 1921, he was 
appointed a vice president in 1926 and 
for the past eight years has served as senior vice president. 


San Francisco 
AMERICAN 
TRUST Co. 


San Diego James F. Healy and Harry E. Parker, 
First NATL. Trust Jr., received the title assistant cashier 
& SAVINGS BANK and asst. trust officer. 


CONNECTICUT 


Donald B. Myers advanced to vice 
president and trust officer. 


New Haven 
New HAVEN BANK 
N.B.A. 


ILLINOIS 


Eva Schlosser became an assistant 
trust officer. 


Bloomington 
CorN BELT BANK 


Phillip W. Vance advanced from asst. 
trust officer to trust officer; Edgar 
N. Gwin and Myrle V. Horney elected 
asst. trust officers. 


Springfield 
SPRINGFIELD 
MARINE BANK 


INDIANA 
William V. Sowers named a trust offi- 
cer. With the bank since 1949, he also 
instructs a course in commercial law 
for the Fort Wayne Chapter A.I.B. 
Elizabeth Holmquist elected an asst. 
trust officer. 


Fort Wayne 
Fort WAYNE 
NATIONAL BANK 


Marion 
FIRST 
NATIONAL BANK 


Lawrence L. Nicklin, since 1949 a 
securities clerk and trust department 
supervisor with the bank, promoted to 
asst. trust officer. He will now assist 
trust officers in the administration of trust accounts, giving 
particular attention to securities analysis and investment 
service for the bank’s clientele. 


Muncie 
MERCHANTS 
NATIONAL BANK 


MARYLAND 


James S. Reid elected a trust officer, 
having recently resigned as asst. trust 
officer of the HAMILTON NATIONAL 
BANK (now the National Bank of 
Washington). A graduate of Cornell U. and George Washing- 
ton U. Law School, Reid was a student editor of the Law 
Review. ; 


Hagerstown 
NICODEMUS 
NATIONAL BANK 


MISSOURI 


C. Rex Carter advanced to vice presi- 
dent and trust officer. 


Carthage 
BANK OF 
CARTHAGE 


Jefferson City 
EXCHANGE 
NATIONAL BANK 


Don Campbell elected an asst. trust 
officer. 


JAMEs S. REID 
Hagerstown, Md. 


DONALD B. MYERS 
New Haven 


Harris C. KirK 
San Francisco 
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NEW YORK 


Albany 
MECHANICS & 
FARMERS BANK 


T. Gardner Day elected vice president 
and will continue also as trust officer. 
Day joined the bank in 1921, is a mem. 
ber of the business development com- 
mittee of the trust division of New York State Bankers Asso- 
ciation, and past president of the Life Insurance and Trust 
Council of Eastern New York. 


Albany Frank Wells McCabe elected president 
NATIONAL succeeding Herbert J. Kneip, who was 
COMMERCIAL BANK named chairman of the board. 

& TRUST Co. 

New York 
NEW YorRK 
Trust Co. 

New York 
SHRODER 
TRUST Co. 


Carl H. Bruns and Russell R. Johnson 
elected trust officers. 


Phillips S. Trenbath elected vice presi- 
dent, and will spend most of his time 
in the corporate and personal trust 
departments. Prior to joining the 
bank, Tréenbath was with the law firm of Donovan, Leisure, 
Newton & Irvine. He is a graduate of Haverford College and 
Harvard Law School. 


Syracuse 
First TRUST 
& DEPOSIT Co. 


John S. Hancock joined the bank as a 
trust officer, effective May 1. Hancock 
took the*combined Yale Law-Harvard 
Business School course, and received 
his Bachelor of Law degree in 1939. In addition to private 
practice, Hancock served as attorney in the office of general 
counsel, Department of the Air Force, from 1948-1952. From 
1952-1955, he was assistant deputy for procurement and pro- 
duction, office of the assistant secretary of the Air Force. 


NORTH CAROLINA 


Gastonia 
CITIZENS 
NATIONAL BANK 


R. N. Rosebro advanced to trust of- 
ficer. 


OHIO 


Toledo 
TOLEDO 
TRusT Co. 


Carroll S. Anderson, who recently 
joined the trust department, was 
elected asst. vice president, and will 
serve as investment analyst. Previ- 
ously he was asst. vice president of PEOPLES First NATIONAL 
BANK & Trust Co., Pittsburgh, where he was an investment 
analyst and trust account executive. 


PENNSYLVANIA 


Chester & Phila. 
PHILADELPHIA 
NATIONAL BANK 


G. Alan Osmond joined the Chester 
office of Philadelphia National as asst. 
trust officer, having recently resigned 
as assistant secretary of LIBERTY REAL 
EsTaTE BANK & Trust Co. of Philadelphia. 


CARROLL S. ANDERSON 
Toledo 


5 GARDNER Day fi PHILLIPS S. TRENBATH 


Albany New York 
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custody funds from $650,000,000 to over $1,600,00,000, Day 
joined the company in 1949 as vice president; Kelly starty 
with the bank in 1931 when the company with which he wa 
associated was absorbed, and in 1945 was elected vice pre 
dent in charge of the Time Sales Division. 













Pittsburgh Fred M. Reeves, trust officer, aly "y 

BROOKLINE SAVINGS named assistant treasurer. a 
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Augusta: THE FIRST NATIONAL BANK Savannah: THE LIBERTY NATIONAL BANK 
& TRUST COMPANY & TRUST COMPANY 











Columbus: THE FOURTH Macon: THE FIRST NATIONAL BANK Rome: THE FIRST 
NATIONAL BANK & TRUST COMPANY NATIONAL BANK 
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Address correspondence to Trusts 


and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Florida bank desires trust officer with 
accounting and tax experience. See ad 
H-53-2 


‘Large trust department in Middle At- 
lantic State seeks trust development man 
with experience in estate planning and 
taxation. See ad H-54-1 


Southwestern bank with branches de- 
sires trust officer to head trust depart- 
ment. See ad H-54-2 


South Midwestern bank wants man 
with investment experience and knowl- 
edge of estates and trusts to solicit pen- 
sion business. See ad H-54-3 


Attorney with comprehensive admin- 
istrative and estate planning experience 
in larger trust departments seeks more 
responsible position in West or North- 
east, 54-4 


Trust officer, in 30’s, with college and 
law degrees, and experience in estate 
planning, taxes and administration in 
large Midwest bank, wishes to relocate 
in West Coast State. 54-5 


New business development man, middle 
thirties, now in large personal trust de- 
partment, with nine years banking and 
trust experience, college degree, seeks 
similar position in Philadelphia area. 
54-6 

Trust officer with over twenty years 
general trust experience, including estate 
planning, seeks position with broader op- 
portunities. 54-7 


Trust administrator with large New 
York bank, experienced in administra- 
tion of estates and trust in various juris- 
dictions, will relocate for better oppor- 
tunity. 53-3 


Trustman-attorney, intensive N. Y. C. 
probate law experience, including ancil- 
lary administration of civil law estates 
and two years trust department, seeks 
opportunity in law or trust work, in- 
cluding advertising and new business. 
Prefers east. 53-4 





TRUST DEVELOPMENT MAN 


Large Trust Department located in metro- 
politan area of Middle Atlantic State has 
opening for a qualified trust development 
man experienced in estate planning and 
taxation. This man must have a proven 
record of productivity. Please write giv- 
ing full resume of experience, including 
arecord of production, and stating salary 
expected. 
Box H-54-1, Trusts and Estates 





50 East 42nd Street, New York 17 
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TRUST MERGERS, CHANGE OF 
NAME AND NEW TRUST POWERS 


San Francisco, Cal. — ANGLO CALI- 
FORNIA NATIONAL BANK OF SAN FRAN- 
cisco has dropped the words “of San 
Francisco” from its name. 


Gainesville, Ga.—GAINESVILLE NATION- 
AL BANK has been granted trust powers 
under the Federal Reserve Act, effective 
March 28rd, with Leslie F. Quinlan as 
trust officer in adition to his other duties 
as chairman of the board of directors. 


Paterson, N. J.—First NATIONAL BANK 
& Trust Co. of Paterson purchased the 
assets and assumed the deposit liabilities 
of First NATIONAL BANK of Blooming- 
dale. The extensive lending facilities and 
trust services of First National of Pater- 
son will be increased to 15 offices through- 
out Passaic County, and combined assets 
will be approximately $235,236,000. 


New York, N. Y.—Shareholders of 
Bronx County Trust Co. approved sale 
of the company to CHASE-MANHATTAN 
BANK, with the Bronx office becoming a 
branch. 


Babylon & Huntington, N Y—Stock- 
holders of both banks have approved 
merger of BABYLON NATIONAL BANK & 
Trust Co. into the First SUFFOLK Na- 
TIONAL BANK of Huntington under the 
latter’s mame. Total resources’ will 
amount to more than $58 million. 


New York, N. Y. — Merger of the 
BANKERS TrusT Co. and the PuBLIc Na- 
TIONAL BANK & TrusT Co. received stock- 
holders’ approval, under the former 
name. Effective April 11, Bankers Trust 
Co. becomes the sixth largest bank in the 
city, but moves from ninth to eighth in 
the country. Public National’s 25 offices 
will be added to Bankers’ 17. All officers 
and staff of Public will be retained, and 
E. Chester Gersten, president of Public 
National, will be executive vice president 
and a director. 


New York, N. Y. — NATIONAL CITY 
BANK OF NEW YorK and the First Na- 
TIONAL BANK of the City of New York 
merged under the name of First Na- 
TIONAL City BANK of New York. Head- 
quarters will be located at 55 Wall Street, 
National City head office, and the staff 
of First National is now located at this 
address. Former headquarters of First 
National at 2 Wall Street will be a 
branch of First National City, the 72nd 
in Greater New York. The Corporate 
Trust Department maintained by Na- 
tional City and its trust affiliate, City 
BANK FARMERS TrRusT Co., will move to 
the First National building where the 
corporate trust department of First Na- 
tional will remain. 

The first combined statement of con- 
dition as of March 31, 1955 shows com- 
bined total resources of the two institu- 
tions, including those of City Bank 
Farmers Trust were $7,242,284,357. 


Howard C. Sheperd, chairman of the 





Alexander C. Nagle, chairman of executive 
committee of newly formed First National 
City Bank of New York, and (right) Howard 


C. Sheperd, chairman of board of directors. 


board of National City, is chairman and 
chief executive officer of First National 
City. Alexander C. Nagle, formerly presi- 
dent of First National, becomes a direc- 
tor and chairman of the executive com- 
mittee. Grant Keehn, executive vice presi- 
dent of First National, becomes executive 
vice president of First National City 
Bank, 


Winston-Salem, N. C. BANK OF 
WAYNE at Goldsboro merged into the 
WacHoviA BANK & Trust Co. as of 
April 1. 


Cincinnati, Ohio — Directors of FIFTH 
THIRD UNION Trust Co. and the LIN- 
COLN NATIONAL BANK approved consoli- 





TRUST OFFICER WANTED 


Branch bank in Southwest seeks experi- 
enced trust officer, 35-45, to activate and 
head trust department at main office. Ex- 
cellent trust business potential. Starting 
salary open, depending on applicant 
whose ability will also determine advance- 
ment. 
Box H-54-2, Trusts and Estates 
50 East 42nd Street, New York 17 








IN FLORIDA 


Bank seeks Trust Officer between ages 30 
and 50, with 5 to 10 years experience in 
trust administration, particularly account- 
ing and taxation. Starting salary about 
$8,000 with excellent opportunity for ad- 
vancement in title as well as compensa- 
tion. 

Box H-53-2, Trusts and Estates 

50 East 42nd St., New York 17 








INVESTMENT COUNSELOR 


With experience in analysis and manage- 
ment of investments including all types of 
securities. Prefer have working knowl- 
edge of trusts and estates. Must be willing 
to solicit vigorously pension and trust 
business for growing bank in South Mid- 
Western City of over 200,000 population. 
Prefer man age 30-40, with Mid-Western 
or Southern background. Write giving 
complete history, including education, ex- 
perience and salary expected. 


Box H-54-3, Trusts and Estates 
50 East 42nd Street, New York 17 
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dation of the two institutions under the 
name of the former. John J. Rowe yjjj 
continue as president of Fifth Third; 
Robert A. Cline, chairman of the board 
of Lincoln National, will become genio, 
vice president; L. C. Bucher, president 
of Lincoln, will be vice president; anq 
the entire personnel of Lincoln Nationa] 
will be retained. 


TRUST 
SERVICES 


are available 
through every one 
of our 550 branches 


Philadelphia, Pa. —- CENTRAL-PgEyy 
NATIONAL BANK assumed control of 
WYOMING BANK & TRUST Co. John B. 
Krug, president of Wyoming, will be 
vice president of Central-Penn; and Wij. 
liam K. Brandt retains that title. 


Perkasie, Pa. — Consolidation of the 
First NATIONAL BANK of Perkasie, the 
QUAKERTOWN TRUST Co., the PERKaAsE 
Trust Co. and the DUBLIN NATIONAL 
BANK into a new bank to be known as 
Bucks CouNTY BANK & TRUST Co., has 
been approved by banking authorities, 
The main office will be in Perkasie, with 
branches in Quakertown and _ Dublin. 
The new bank will have resources in 
excess of $16 million, and trust funds 


ase over $8 million. 
FRESNO 








SANTA ROSA r4 ied 
on sackantehro 27 District Trust Offices 
i 3 make this possible ! 


ae / 
STOCKTON 


SAN FRANCISCO i 


OAKLAND 
SAN MATEO 


7 


el IN MEMORIAM 
SALINAS 


- C. STEWART BAXTER, vice president of 
BAKERSFIELD NATIONAL BANK OF DETROIT. 


! 
i 








THOMAS R. EVANS, trust officer of Mrr. 
CANTILE Trust Co., St. Louis. 








SANTA BARBARA — ee Junius B. FisHBurN, chairman of the 


VENTURA board of First NATIONAL EXCHANGE 


GLENDALE BANK, Roanoke, Virginia. 
PASADENA 


HOLLYWOOD ARNET R. GROVES, recently retired 
BEVERLY HILLS REDLANDS : _— a fficer of 
LOS ANGELES secretary, treasurer and trust officer 


LONG BEACH T ELSTON BANK & TRUST Co., Crawfords- 


i e . 
POMONA ville, Indiana. 
WHITTIER SAN DIEGO 


SANTA ANA GEORGE H. JACKSON, president of LYN- 
RIVERSIDE Qo BROOK NATIONAL BANK & TrRuST CO., 
Lynbrook, New York. 











FULLY EQUIPPED TRUST DEPARTMENT OFFICES STRATEGICALLY 7 es 


LOCATED IN 27 CALIFORNIA CITIES SERVE YOU STATEWIDE LYTLE HEADS CHICAGO 
FIDUCIARIES 


vice president of 

Harris Trust and 
BAKERSFIELD OAKLAND SAN FRANCISCO ; Savings Bank, was 
BEVERLY HILLS PASADENA SAN JOSE , 


elected president of 
CHICO POMONA SAN MATEO the Corporate Fi- 


EUREKA REDLANDS SANTA ANA duciaries Associa- 
FRESNO RIVERSIDE SANTA BARBARA ay of praia” at 

. its annual meetin 
GLENDALE SACRAMENTO SANTA ROSA , 


M. QO. LYTLE on March 24. Wil- 
HOLLYWOOD SALINAS STOCKTON liam P. Wiseman, 


LONG BEACH SAN BERNARDINO VENTURA vice president of Continental Illinois Na- 
LOS ANGELES SAN DIEGO WHITTIER tional Bank and Trust Company, was 
chosen secretary-treasurer. 


A A A 


= @ First National Bank of Bloomington, 
4 : a4 Ind., recently hosted 26 members of the 
Hank ol Amevtica local Bar Association who came to hear 
TRUST anp a discussion of the Indiana Probate Code 

NATIONAL SAVINGS ASSOCIATION by George W. Eggleston, assistant trust 


MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION officer of the Indiana National Bank of 
Indianapolis. 
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Five Added to FPRA 





e wil ° 
ts Calendar of 1955 Meetings and Schools School Faculty 
board American Bankers Association School for Bank Auditors and Comp- The curriculum has been set and five 
— Annual Convention gn ol : new teachers named to the faculty of 
d _ Sept. 25-28; Chicago ge aaa : the eighth annual session of the School 
> and ‘ July 24-Aug. 6; Madison ; ‘ ‘ : 
tional Western Regional Trust Conference aS wissen ie of Financial Public Relations to be 
Oct. 13-14; San Francisco AE RNS AE Oe Tene held at Northwestern University, July 
' . Oct. 13-16; Phoenix 
PEnn Mid-Continent Trust Conference ; f 25 to August 6, 1955. 
oe Nov. 3-4: Houst National Assn. of Supervisors of State 
ol of ov. 3-4; Houston , , : 
me : ay Aa Banks Clifton Blackmon, vice president of 
Mek 1 grey nee ene Sept. 22-24; Chicago First National Bank, Dallas, will teach 
be a Probate & Trust Law Div. hs a . > ; 
1 Wil Aug. 22-24; Philadelphia New Jersey Bankers Association Publicity. Vincent B. Coffin, senior vice 
: k : May 4-6, Atlantic City president of Connecticut Mutual Life 
American Institute of Banking ‘ 
of the May 30-June 3: Miami New York Trust Conference Insurance Co., Hartford, will return to 
e. th ‘ tos oF Re Oct. 20-21; Albany the faculty to teach Salesmanship. Peter 
oe American Safe Deposit Association P. Kl , 
April 28-30; Richmond, Va. ; : : RO yey ‘ 
ONAL ae saan Trust New Business School ior sociologist, Division of the Social 
WN as pep one ooh enon A. Vanderbilt Law School Sciences, Chicago Undergraduate Divi- 
).s has asc titan dienes dati June 6-10; N. Y. C. sion, University of Illinois, will teach 
aie ae ee School of Pacific Coast School of Banking Sociology. Paul M. Lund, advertising 
ae yoy ete t Ages 0 U. of Washington supervisor of Illinois Bell Telephone 
ad a - plendnes Aug. 22-Sept. 2; Seattle Co., Chicago, will conduct the course 
funds sno _ esa on Pennsylvania Bankers Assn. Trust School in Market Research, and William H. 
Pret eye eyes ; Dec. 9-10; Harrisburg Neal, senior vice president of Wachovia 
Aug. 7-19; Boulder . : 
' Sl a ai School of Banking of the South, Bank and Trust Co., Winston-Salem, 
a , aon: tans eee can tia Louisiana State University N. C., will conduct the course, “The 
alien ae page 358) Pore June cee =~ mag Place of Banking in the Economic Sys- 
ent of ; School of Financial Public Relations tem. 
Graduate School of Banking, Rutgers U. July 24-Aug. 6; Chicago 
f MER. June 18-25; New Brunswick, N. J. Texas Bankers Assn. Trust Conference A A A 
Ra ech eat Nov. 3-4; Houston State-Planters Awarded 
of the > ; © Virginia Bankers School P. R. Citation 
HANGE April 29; Springfield U. of Virginia 
Trust Development School Aug. 25-26; Charlottesville The State-Planters Bank and Trust 
etired August 7-26; Northwestern U. Vermont-New Hampshire School of Company of Richmond, Virginia, was 
cer of Indiana Bankers Assn. Trust Conference Banking cited on March 4, 1955, for having 
fords- Apr. 25-26; Richmond, Ind. U. of New Hampshire done the best job of public relations in 
Investment Bankers Association Sept. 6-9; Durham, N. H. Virginia in 1954, The award was pre- 
t LYN- Nov. 27-Dec. 2; Hollywood, Fla. Virginia Trust Conference sented by the Richmond Public Rela- 
t Co. Mississippi Bankers Association May 4; Richmond tions Association at the concluding 
May 16-18; Biloxi West Virginia Bankers Association luncheon session of the seventh annual 
National Association of Bank Auditors & May 28-June 2; Bermuda Virginia Public Relations Conference. 
Comptrollers Wisconsin School of Banking Accepting for the bank were J. Harvie 
Oct. 9-13; Denver Aug. 22-Sept. 3; Madison Wilkinson, Jr., executive vice president, 
and Miss Virginia O. Valentine, adver- 
Lytle, tising manager. 
nt of 
+ and In the citation for State-Planters the 
k, was judges said: “To carry a full share of 
lent of civic responsibilities, bank executives 
te Fi- in 1954 held a total of 78 offices in 
ea civic organizations in Richmond and 
nat Hopewell, . . . at least 22 staff members 
leeting : , 
- Wil spoke on banking subjects before lay- 
seman, men’s groups in various sections of 
ia Mae Virginia. 
7, was A AA 
New York, N. Y.—Ralph W. Hem- 
minger celebrated 25 years of service 
ington, with the BANKERS TRUST Co. in Febru- 
of the ary. A vice president in the pension 
o hear division since 1950, he is the author of 
e Code § Trust Forum at Chase National Bank of New York — now Chase Manhattan Bank — a series of Bankers Trust studies of in- 
t trust § Which opened January ! a series yer 2 es inaugurated _ the gi dustrial pension plans which has become 
- of — Personnel opportunity to learn more about the functions, operations and services of the ; 
ank'¢ various departments. Attendance by ticket only, at first limited to 75, was increased to the standard = of comprehensive 
135. Trust Department lecture had to be given for four weeks to satisfy all requests. information on the subject. 
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66 Years of Trust Service 


DIRECTORS 


HULBERT S. ALDRICII 
President 


MALCOLM P. ALDRICH 
President 
The Commonwealth Fund 


GRAHAM H. ANTHONY 
Chairman, Executive Committee 
Veeder-Root, Inc. 


ARTHUR A. BALLANTINE 
Dewey, Ballantine, Bushby, 
Palmer & Wood 


STEPHEN C. CLARK 
The Clark Estates, Inc. 


WILLIAM F. CUTLER 
New York 


RALPH S. DAMON 
President 
Trans World Airlines, Inc. 


FRANCIS B. DAVIS, Jr. 
New York 


PERCY L. DOUGLAS 
Executive Vice President 
Otis Elevator Company 


NEw YORK TRUST 
COMPANY 


10 ROCKEFELLER PLAZA «+ MADISON AVENUE AT 40TH STREET 
MADISON AVENUE AT 52ND STREET « SEVENTH AVENUE AT 39TH STREET 


THE 


100 BROADWAY 


205 EAST 42ND STREET 


KEMPTON DUNN 
President 
American Brake Shoe Company 


HORACE HAVEMEYER, Jr. 
President 
The National Sugar Refining Co. 


B. BREWSTER JENNINGS 
President 
Socony-Vacuum Oil Co., Inc. 


ADRIAN M. MASSIE 
Chairman of the Board 


CHARLES J. NOURSE 
Winthrop, Stimson, Putnam 


& Roberts 


RICHARD K. PAYNTER, Jr. 
Executive Vice President 
New York Life 
Insurance Company 


ROBERT C. REAM 
New York 


WALTER N. STILLMAN 
Stillman, Maynard & Co. 


VANDERBILT WEBB 
Patterson, Belknap & Webb 
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TRUST ASSETS ADVANCE IN 1954 


HE TREND OF REPORTING TRUST 
i stleass last year is sustained in 
the 75 additional annual reports to 
stockholders reviewed since publication 
of last month’s article. While eight re- 
ports gave no data as to size or growth 
of trust assets, only two reported assets 
lower than 1953, and all the other 65 
cited gains in assets under administra- 
tion, eight of them admitted establish- 
ing new high records, and by implica- 
tion a good many more should be in 
this class. An increase in gross income 
was reported by 22 trust departments 
and six others said gross income reached 
an all-time high. One reported net in- 
come at a record high, in spite of in- 
creasing costs. 


Among the pertinent comments and 
unusual features related to trust opera- 
tions were: 


A pictorial supplement, giving photo- 
graphs and floor plan of the enlarged 
bank building. accompanied the annual 
report of Union & New Haven (Conn.) 
Trust Co. 


Included in the year’s highlights of 
Citizens & Southern National Bank, At- 
lanta, was the count of 405 persons who 
had selected C&S to be their executor 
and/or trustee. 


Three paragraphs regarding the ad- 
vantages to the community of charitable 
trusts were included by Bishop Trust 
Co., Ltd., Honolulu, beginning, “It is 
not generally known or appreciated that 
your company serves as Trustee for a 
number of charitable trusts with com- 
bined assets of over twelve million dol- 
lars.” 


“During the year a complete revision 
of fee schedules” was adopted at Rock- 


Part Il 


land-Atlas National Bank, Boston, which 
“had the understanding approval of our 
customers.” 


President Edward L. Clifford of Wor- 
cester (Mass.) County Trust Co., re- 
ported verbally to members of the staff 
on the same day as the annual meeting 
of stockholders, according to the em- 
ployees’ publication The Mirror. To 
them he gave a fuller breakdown of 
figures on salaries, employee benefits, 
number employed, and increased ac- 
complishments. 


On November 17 Omaha National 
Bank invited its women shareholders 
and the wives of shareholders to a 
luncheon at which 300 women heard 
brief presentations of operations and 
policy. 

National State Bank. Elizabeth, N. J., 
informed its shareholders about the 
“least understood” function of banking 
—+the Trust Department—by pointing 
out that once “these services were avail- 
able only to the very wealthy,” but 
“today, a person no matter what his 
means, will find that modern trust bank- 
ing has adapted itself to his needs.” The 
advantages that a program once started 
will be carried to completion uninter- 
rupted by illness or death, that the trus- 
tee will be always available, and that it 
possesses professional skill, research fa- 
cilities, competence and informed judg- 
ment, are discussed before presenting 
the various trust services individually. 


“Over the past six months we have 
been replacing the accounting equip- 
ment in our trust department with the 
most modern electronic equipment,” 
stated Manufacturers & Traders Trust 
Co., Buffalo. “This equipment will pro- 
vide a day by day record of all trans- 


actions involving securities or cash in 
each trust account in such form that it 
will be virtually instantly available for 
reference, study and reporting.” 


City Bank Farmers Trust Co., New 
York, reported that “the efforts made 
by the banks and trust companies in 
New York State looking to an increase 
in the compensation of fiduciaries are 
continuing. During the year a firm of 
industrial engineers . . . made a study 
of the fiduciary operations of these 
banks. The results of this study show 
clearly that there is economic justifica- 
tion for some increase. . . This informa- 
tion has been made available to the 
state authorities, with whom discussions 
are going forward.” 


United States National Bank, Port- 
land, Ore., observed that “the increased 
use of the services of our trust depart- 
ment is not confined to the metropoli- 
tan area but has been general through- 
out the state and the number of people 
we are serving on a state-wide basis 
has increased in a corresponding ratio. 
The growth has been general in all 
phases of our fiduciary services but has 
been particularly notable in the fields of 
investment management and in the pro- 
bate, pension and corporate trust divi- 
sions.” 


Fidelity-Philadelphia Trust Co. point- 
ed out that “our personal trust depart- 
ment and commercial banking activi- 
ties have each contributed to the sub- 
stantial growth of the other. The needs 
and convenience of individuals and 
businesses, as well as of charitable or- 
ganizations, are best met when all their 
financial affairs are handled by one 
institution, and by the same group of 
individuals, who acquire an intimate 





GROWTH IN 
TRUST ASSETS 


—The First Nat’l Bank 
of Montgomery, Ala. 
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Trust Estates Committee of Boatmen’s National Bank, St. Louis 


TRUST DEPARTMENT 


$200,000 
190,000 
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Riggs National Bank, 
Washington, D. C. 
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knowledge of the customer’s needs for 
both trust and banking services.” 


Girard Trust Corn Exchange Bank, 
Philadelphia, notes that “the bank for 
some years has made it a point to deter- 
mine the market value of all new assets 
received into and delivered out of our 
trust department, thus establishing an 
accurate record of the growth of our 
trust business aside from the increase 
in the value of securities in existing 
accounts. . . At the end of the year 220 
different family business concerns were 











owned in whole or in part by trusts or 
estates at this bank. Their total value 
was conservatively estimated at $68,- 
500,000.” 


Pennsylvania Company for Banking 
& Trusts, Philadelphia, believing that 
“the opportunity for additional future 
business is almost unlimited,” pointed 
out that “the field of pension and wel- 
fare business has only begun to be 
actively cultivated. . 


a small minority of the persons of 
modest means who avail themselves of 


Tradesmen’s Bank & Trust Co., Phil. 
adelphia, reports, “The rapid expansion 
in the use of our advisory services over 
the recent years has in turn prompted 
us to enlarge and strengthen our invest. 
ment research staff to meet the chang. 
ing needs of our clients.” 


. Further it is only 


the services of a corporate executor and 
trustee.” 


A summary of progress in trust asset 
volume and gross income. begun last 
month, continues here. 





Bank : 


ALABAMA 
Birmingham Trust National 
Bank, Birmingham 
First National Bank, 
Montgomery 


CALIFORNIA 

Title Insurance & Trust Co. 
Los Angeles 

Union Bank & Trust Co., 
Los Angeles 

Citizen National Trust & 
Savings Bank, Riverside 

Security Trust & Savings 
Bank, San Diego 


First Western Bank & Trust 
Co., San Francisco 

Pacific National Bank, 
San Francisco 


CONNECTICUT 


Bridgeport-City Trust Co., 
Bridgeport 

Union & New Haven Trust 
Co., New Haven 


DELAWARE 
Wilmington Trust Co., 
Wilmington 
DISTRICT OF COLUMBIA 


Riggs National Bank, 
Washington 


FLORIDA 


Atlantic National Bank, 
Jacksonville 

First National Bank, 
Orlando 


GEORGIA 


Citizens & Southern National 
Bank, Atlanta 


HAWAII 


Bishop Trust Co., Ltd., 
Honolulu 


ILLINOIS 


Mercantile National Bank, 
Chicago 


INDIANA 


Merchants National Bank & 
Trust Co., Indianapolis 

First Bank & Trust Co., 
South Bend 
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Gross Trust Earnings 


New high 

Most profitable year... 
total fees $173,013 (net 
$87,702) 


$1,632,150 compared with 
$1,351,365 last year 


Gross earnings increased 
50% over 1953 plus 30% in- 
crease in escrow fees 


$422,329 compared with 
$439,392 last year and 
$273,999 ten years ago 


Higher earnings 


$70,225 compared with 
$81,744 last year 


$471,151 compared with 
$406,450 last year... largest 
income source after service 
charges 


$819,685 compared with 
$720,116 last year 





Volume of Trust Business 


New high 
Increase of $2 million to all 
time high 


Increased use of all trust 
services 

Number. of pension & profit- 
sharing trusts increased 23% 


Continued growth ... rapidly 
expanding volume of living 
trusts, new estates and wills 
In excess of $180 million 


Continued accelerated growth 


- Growing number of customers 


$134,702,106 compared with 
$130,710,531 the previous 
year 


All time high of $205,667,213 


Another fine increase 


Personal trust assets $23 
million 


More persons than ever be- 
fore named C&S to adminis- 
ter $160 million in personal 
and corporate assets ...a 
record for any one year 


Increased number of substan- 
tial individuals appointed 
bank executor and trustee... 
pension and profit-sharing 
trusts added 


Year of continuing growth 
Largest trust department in 


northern Indiana . . . contin- 
ued rapid growth 


Common Trust Fund 


Substantial increase 


Exceeds $3.8 million ... 194 


accounts 


$1,000,000 at end of first year 


Exceeds $2 million ... 150 
accounts 


Exceeds $500,000 
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r and Bank Gross Trust Earnings Volume of Trust Business Common Trust Fund 


National Bank & Trust Co., Rise of 10% Up 23% over 1953 ... more 
South Bend estate planning ... more in- 
Phil. stitutional clients 
nsion KANSAS 
- OVer Commercial National Bank, Substantially larger Progress in new appoint- 
npted Kansas City ments 
pte 
nvest- LOUISIANA 
hang. National Bank of Commerce, Increase in corporate busi- 
New Orleans ness and sizeable personal 
accounts 
asset MARYLAND 
| last Equitable Trust Co., Number of accounts increased Value increased 26% 
Baltimore 9% ... agency and corpo- 
rate accounts growing 
Maryland Trust Co., 
Baltimore Increased 
MASSACHUSETTS 
First National Bank Further expansion . . . fidu- 
and ciary assets $706,000,000; 
Old Colony Trust Co., Boston agency $1,025,000,000 


pension and profit-sharing 
trusts $179,000,000 
































194 
DIRECTORS 4 
: J.P. MORGAN & CO. 
INCORPORATED 
rear GEORGE WHITNEY 
Chairman NEW YORK 
HENRY C. ALEXANDER . 
President Condensed Statement of Condition March 31, 1955 
ARTHUR M. ANDERSON ‘ 
Vice-Chdirman ASSETS 
1. C. R. ATKIN Cash on hand and due from banks........... $223,076,450 
VideoPavatteas United States Government securities........ 223,585,490 
ae State and municipal bonds and notes........ 81,203,019 
t . 
Bechtel Corporation Stock of the Federal Reserve Bank....°....... 1,800,000 
PAUL C. CABOT Other bonds and securities (includin¢s shares 
150 President of Morgan Grenfell §& Co. Limited and 
State Street Invesiment Cor poration Morgan § Cie. Incorporated) . Ae 18 854,429 
BEGNARD *. Cae TER Loans and bills purchased . bbs’ ee 304,354,531 
? rm 
Morgan & Cie. Incorporated Accrued interest, accounts hanstialite, Ce 4,438 802 
CHARLES S. CHESTON Banking house. Pils Mahi waad ene i 3,000,000 
JOHN L. COLLYER Liability of customers on letters 
Chairman of credit and acceptances. ........ssccesece 17,997 ,385 
The B. F. Goodrich Company ESET 
H. P. DAVISON $878,310,106 
Senior Vice-Pr°siden 
RICHARD R. DEUPREE LIABILITIES 
Ch = 
The Procter & Gamble Company Deposits: U. 8. Government .. .....cececcces $ 26,147,555 
CHARLES D. DICKEY ENE i avs se Gas ode Hos we NR 721,906,599 
Chairman Executive Committe Official checks outstanding ...........2000008 34,476,146 
MV. D. JAY ‘bisaticada 
Director $782,530,300 
Morgan & Cie. Incorporated Accounts payable, reserve for taxes, etc....... 5,518,623 
mene" C. Ptenedeael Acceptances outstanding and letters of 
atirma ° ° 
New York Life Insurance Company Cre t SE 88 is os Sa os 3 ob ose eee nee ‘. 18,118,122 
THOMAS S. LAMONT Capital—300, OOD GROFEE os 0 0.060 dn 60 4d-éeeser eee 30,000,000 
Senior Vice-President Surplus. . (cithdess bbb Charan awrhenat 30,000,000 
R. C. LEFFINGWELL Undivided anaes... eee ey 12,143,061 
Vice-Chairman $878,310.106 
L. F. McCOLLUM = 
President 
Continental Oil Company Untied States Government securities carried at $44,049,302 in 
the above statement are pledged to qualify for fiduciary powers, to 
GUSTAV METZMAN secure public monies as required by law, and for other purposes. 
JUNIUS 8S. MORGAN Member Federal Reserve System 
Vice-President ‘ateaiied Malice a tI C _ 
ALFRED P. SLOAN. JR. ember Federal Deposit Insurance Corporation 
Chairman . 
General Motors Corporation 
Finance Committee 14, Place Vendome, Paris, France 
Hartford Fire Insurance Company 
JOHN 8S. ZINSSER 
Vice-Chairman MORGAN GRENFELL §& CO. LIMITED 
March & Co.. Inc. 7 23, Great Winchester Street, London E. C. 2. England 
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Bank 


New England Trust Co., 
Boston 


United States Trust Co., 
Boston 

Newton-Waltham Bank, 
Newton 

Worcester County Trust Co., 
Worcester 


MICHIGAN 
Detroit Trust Co., Detroit 
National Bank of Detroit, 
Detroit 
Michigan Trust Co., 
Grand Rapids 
First National Bank & Trust 
Co., Kalamazoo 


MINNESOTA 


Marquette National Bank, 
Minneapolis 


MISSOURI 


First National Bank, 
Kansas City 


NEW JERSEY 


National State Bank, 
Elizabeth 


‘Trust Co. of New Jersey, 
Jersey City 

Morristown Trust Co., 
Morristown 

National State Bank, 
Newark 

National Newark & Essex 
Banking Co., Newark 

First National Bank & Trust 
Co., Paterson 

Plainfield Trust Co., 
Plainfield 

Citizens First National Bank 
& Trust Co., Ridgewood 

Trenton Banking Co., 
Trenton 


NEW YORK 


Liberty Bank, Buffalo 
Marine Midland Corp., 
Buffalo 


Manufacturers & Traders 
Trust Co., Buffalo 

Bank of the Manhattan Co., 
New York 

Bank of New York, 
New York 

Chase National Bank, 
New York 

Chemical Corn Exchange 
Bank, New York 

City Bank Farmers Trust 
Co., New York 


Empire Trust Co., New York 
Fiduciary Trust Co., 
New York 


Grace National Bank, 
New York 

Guaranty Trust Co., 
New York 
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Gross Trust Earnings 


$1,116,495 


Increasingly profitable 


Increased 
Increased 


Increased 


Another fine year 


- 
Improved 


New high 


Exceeded previous year by 
10% 
All-time high 


Trust and other departmental 
income $2,865,307 ($2,610,888 
last year) 

Increased returns 


Increased 10% from 
$3,855,615 to $4,253,752 
Larger revenue than ever 
before 


Commissions & other income 
$10,585,120 (last year 
$9,853,120) 

Largest ever 

Income from interest, fees, 
etc. $1,954,903 compared with 
$1,888,519 a year ago 

Net earnings at record high 


Increased earnings from 
corporate services 


Volume of Trust Business 


Assets at book value 
$342,545,000 ($323 million 
last year) of which trusts and 
estates represented 
$266,594,000 agencies 
$75,951,000. Substantial in- 
crease in life insurance trusts 


$15,787,723 
$13,566,758 


$56,046,875 
$55,862,463 


(compared with 
in 1953) .. 


Common Trust Fund 


Over $5 million and 245 trusts 


profit-sharing trusts received™ TH) fT PT" TF OT rere 


Very excellent growth 
Expanded appreciable 
increase in assets 

$4,172,752 


Larger volume requiring 
additional personnel 


$361,989,946 


Over $18,000,000 in new ac- 
counts, maintaining the de- 
partment’s position as largest 
in the 10th Fed. Res. Dist. 


Securities held in trust de- 
partment have market value 
in excess of $25,000,000 


Further increase 
All-time high 
Continued to expand 


A new high 
Increased satisfactorily 


Increased to more than 
$41,000,000 book value 
Very satisfactory growth 


Assets steadily enlarging... 
emphasis on estate planning 


Increased 
All-time high 


Number of customers contin- 
ued to increase 


Larger volume 


All trust activities continued 
steady growth 

Developed more new business 
than any year since 1930 


Continued to grow 


Activities increased more 

than any other year 

Relatively satisfactory year 
. important new business 


Has achieved our expectation 


One new fund, now 7 in all 


Grew in 
trusts 


volume & no. of 


1000 trusts . 
useful 


. increasingly 


$3.5 million 


Over $40 million and 863 
trusts 
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Bank 


Hanover Bank, New York 


Irving Trust Co., New York 


Manufacturers Trust Co., 
New York 


J. P. Morgan & Co., 
New York 


Public National Bank & 
Trust Co., New York 

United States Trust Co., 
New York 

Lincoln Rochester Trust Co., 
Rochester 

Security Trust Co., 
Rochester 


First Trust & Deposit Co., 
Syracuse 


First Bank & Trust Co., 
Utica 


Oneida National Bank & 
Trust Co., Utica 


County Trust Co., 
White Plains 


National Bank of 
Westchester, White Plains 


NORTH CAROLINA 
American Trust Co., 
Charlotte 


Peoples Bank & Trust Co., 
Rocky Mount 


Wachovia Bank & Trust Co., 
Winston-Salem 


OHIO 
First National Bank, Akron 


Fifth Third Union Trust Co., 
Cincinnati 

Lincoln National Bank, 
Cincinnati 

Central National Bank, 
Cleveland 


Cleveland Trust Co., 
Cleveland 


National City Bank, 
Cleveland 


Third National Bank & 
Trust Co., Dayton 


Ohio Citizens Trust Co., 
Toledo 


Dollar Savings & Trust Co., 
Youngstown 


OKLAHOMA 


First National Bank & Trust 
Co.; Oklahoma City 


Liberty National Bank, 
Oklahoma City 


First National Bank & Trust 
Co., Tulsa 


National Bank of Tulsa 


OREGON 
First National Bank, 
Portland 


Portland Trust Bank, 
Portland 


United States National Bank, 
Portland 
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Gross Trust Earnings 


A new high 


Fees and commissions, main- 
ly from fiscal agency, trust 
business and investment ad- 
visory services increased sub- 
stantially ($3,790,576 com- 
pared with $3,273,918 last 
year) 


$4,937,694 compared to 
$4,478,934 


In six years increased 510% 


Most profitable year 


Continues successful 


Satisfactory 


Increased 


Increased 


New record 


Earnings well maintained 


Volume of Trust Business 


Larger number of estates & 
trusts administered 


A new high level .. . record 
high of new will appoint- 
ments 


Substantial increase 


Another satisfactory year 


Assets increased $16.7 million 
to $275,577,718 


Assets $179,420,880 compared 
with $171,798,123 a year ago 
All-time high 

Assets $57,891,366 

Fine record 


In six years increased several 
hundred per cent 


Expanded 


All time high 


$11,639,318 . . a gain of 
$1,355.851 

Record high . . exceeded 
$400 million . . . 142 retire- 
ment plans 

Substantial growth ... now 


in excess of $47 million 
Increasing gains 


Increased 
Steady growth 


Satisfactory . .. pension. 
profit-sharing charitable 
trusts important source of 
business 

Increased 


Continued growth 
Continued growth 


$3 million in new accounts 


Increased to 1103 accounts 
and $112 million 


Record volume ... 15% in- 
crease to $181 million 


Sizeable increases 


Increased . . . especially pen- 
sion and profit-sharing plans 


Continued growth 

Increased 11.2% in dollar 

value and number of accounts 
. . all phases 


Common Trust Fund 


$44 million and 2034 trusts 


$3.3 million 


Increased 25% to $20 million 


Especially gratifying 


1365 trusts 


New common trust fund 


Increased notably 


$1,720,000 at end of 3 years 


27 trusts .. . $653,950 


Fulfilled expectations 
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A sign of greater usefulness 


Now the Chase National Bank and the Bank of the 
Manhattan Company are one bank. Here is what it means. 


We like our spanking new sign. We 
hope everybody will. But it tells only 
a small part of our story. It spells out 
for you the plain fact that two great 
banks have joined together. We’d like 
to tell you more. 

First of all, the Chase Manhattan 
sign is a new symbol of usefulness. 
Belonging, as it does now, to 95 bank- 


3428 


ing offices in Greater New York and 
17 overseas branches, it means better 
service for our customers and friends. 

And back of the Chase Manhattan 
sign are its most important assets— 
13,000 experienced people, all work- 
ing together to make their bank more 
useful. 

That’s it. That’s the story behind 


the new Chase Manhattan sign—use- 
fulness, and people working together 
to better serve business, industry, 
and all America. 


THE 


CHASE 
MANHATTAN 
BANK 


(MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION) 


TRUSTS AND ESTATES 








Seé- 
er 
'Y» 


on) 


TATES 





Pennsylvania Trust Conference 
Attended by 280 


Recent increased activity in the hous- 
ing, automotive, and other fields has 
brought mixed opinions on the nation’s 
business outlook, Merle Hostetler, di- 
rector Of research, Federal Reserve 
Bank of Cleveland, told 280 Pennsy]l- 
yvania bankers attending the annual 
Trust Conference of the Pennsylvania 
Bankers Association at the Penn-Harris 
Hotel in Harrisburg on April 1. “In 
some quarters it is believed that the up- 
swing which began last summer is head- 
ing into an undesirable boom, as evi- 
denced by activity in the housing, auto- 
motive, and other fields. If this be the 
case, Some measures of credit restraint 
would be in order. Others are equally 
convinced that no monetary restraints 
should be invoked until such time as 
the nation’s economic and human re- 
sources are more nearly fully occupied,” 
Mr. Hostetler said. 


He pointed out that the Federal Re- 
serve System strives to foster a mone- 
tary climate which is conducive to a 
high level of employment and produc- 
tivity, as well as a comparatively stable 
price level for the economy as a whole. 
‘That objective,” he stated, “which is 
consistent with the Employment Act of 
1946, requires the application of some 
monetary restraints when business activ- 
ity shows signs of entering a phase of 
usustainable boom. At other times, it 
requires the promotion of monetary 
ease as a means of avoiding unneces- 
sary liquidation and of encouraging the 
resumption of orderly economic 
growth.” 


Hon. Mark E. Lefever, Judge of Or- 
phans’ Court of Philadelphia, spoke on 
fiduciary problems and experiences un- 
der new statutes enacted in recent years. 
He discussed termination of trusts, the 
placing of real estate under the admin- 
istration and control of the executor or 
administrator of a decedent’s estate, 
and investment problems resulting from 
restrictive provisions in the investment 
clauses of old wills. 


Official View 


The management of trust depart- 
ments, calling for specially trained per- 
sonnel, and well planned and well exe- 
cuted procedures to assure efficient and 
low cost operations, poses a problem 
for smaller banks and trust companies, 
Robert L. Myers, Jr., Pennsylvania Sec- 
tetary of Banking, told the conference. 
Many smaller trust departments assume 
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only those duties which are thrust upon 
them, such as guardianships, testamen- 
tary and court trusts. They pass up as 
too involved and troublesome the broad 
field of inter vivos trusts, pension trusts, 
life insurance trusts, and many other 
forms of trust business which they 
might perform with profit to themselves 
and benefit to their customers. They 
therefore give no constructive thought 
to the cultivation of new trust business. 


The rewards from efficiently managed 
trust business should contribute sub- 
stantially to the profits of the institu- 
tion, Mr. Myers said, provided manage- 
ment will exert a genuine effort to build 
adequate volume. The legislative policy 
of the Commonwealth is to protect the 
community bank against invasion of its 
territory by outside banks, so long as it 
provides adequate facilities and service. 
It is the responsibility of the community 
bank to render fully the service it is 
authorized and empowered to perform. 
The speaker complimented the Associa- 
tion on its work in stimulating bankers 
to assume and discharge efficiently their 
trust responsibilities, and he offered the 
personnel and facilities of the State 
Department of Banking for consultation 
and advice on all trust matters which 
they might aid in solving. 

PBA President Sidney D. Kline, pres- 
ident of Berks County Trust Co., Read- 
ing, and a past Trust Division chairman, 
also addressed the delegates. 


The chairmen of the eight committees 
in the Trust Division presented their 


annual reports. Of special interest was 
that of the Committee on Trust Opera- 
tions, in which Harold E. Bright, vice 
president and trust officer of Berks 
County Trust Co., cited the completion 
of six new “Suggestion Memos,” bring- 
ing the total to 46. The new Memos are: 


#41— “Work Sheet For Common 
Stock Investments In Legal 
Trusts.” 


#42 — “Nominee Registration.” 
#43 — “Availability Of Cash For Reg- 
ular Principal Distribution.” 


#44 —“Accounting For Worthless 
Securities.” (Revision of Sug- 
gestion Memo #8.) 


#45 — “Contingent Distribution Pro- 
visions—Change Of Status Of 
Beneficiaries.” 


#46 — “Report Of Moneys And Prop- 
erty Subject To Escheat.” 


Mr. Bright reported that additional 
copies of the Trust Operating Manual 
containing the first 40 Memos could be 
supplied to members at a cost of $4.00 
and to non-members at $5.00 The sub- 
scription price for the additional Sug- 
gestion Memos is $2.00 for a two year 
period. The Manual has been sold and 
distributed in forty-three states and the 
following foreign countries: India, Mex- 
ico, British Columbia, Thailand, Ire- 
land, Hawaii, Bermuda, Cuba, Canada 
and Puerto Rico. 


George M. Fehr, chairman of the 
PBA Trust Division, and trust officer, 
Commonwealth Trust Co., Pittsburgh, 
presided over the Conference. 








AT PENNSYLVANIA TRUST CONFERENCE 


Judge Mark E. Lefever (second from right), of the Orphans’ Court of Philadelphia, sees 
his spot on the program of the Pennsylvania Bankers Association Trust Conference in 
Harrisburg on April 1 as he talks with officers of the PBA Trust Division. The officers 
are: (left to right) secretary-treasurer Robert U. Frey, assistant vice president, The 


Pennsylvania Co., Philadelphia; Chairman George M. Fehr, trust officer, Commonwealth 
Trust Co., Pittsburgh; and Vice Chairman Richard H. Starr, executive vice president and 
trust officer, First National Bank in Sharon. More than 280 trustmen attended the meeting. 
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Canada -Wide 


Trust Service 


A staff fully experienced 
in ancillary administration 
is at your service. 


With offices and agencies 
across Canada we provide 
quick action based on a 
thorough knowledge of local 
conditions. 


GUARANTY 
TRUST 


Company of Canada 
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STATE 

















TRATOR 
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TESTA- 
MENTARY 
TRUSTEE 


OF 
PROPERTY 
OF MINOR 


RIGHTS OF NON-RESIDENT TRUST COMPANIES; 


GUARDIAN 
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PROPERTY oF 
INCOMPETENT 




























Toronto Montreal Ottawa 
Windsor Niagara Falls Sudbury 
Sault Ste. Marie Vancouver 




















Complete Fiduciary 


Service 





UNION PLANTERS 
NATIONAL BANK 


Since 1869 
MEMPHIS, TENNESSEE 





Capital Surplus and Undivided 
Dividends Over 20 Million Dollars 





Member Federal Deposit Insurance Corporation 
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PRACTICAL ASPECTS OF TRUST EXAMINATIONS 


CHARLES H. FRANKLIN 


Assistant Chief National Bank Examiner, Office of the Comptroller of the Currency 


HERE ARE ONLY 26 NATIONAL BANKS 
T in the State of Kansas now admin- 
istering fiduciary accounts, banks with 
reported total trust resources of $190,- 
651,000 at carrying values. My latest 
information is that there are four state 
hanks exercising fiduciary powers in 
the State of Kansas. 


The examiner will usually interpret 
the instrument provisions with definite 
emphasis on the possibility of liabilities 
to the bank and the management may 
be unduly influenced by the desires of 
the beneficiaries. The trust officer must 
lend a sympathetic ear to the benefici- 
aries, but he must not forget that in 
most cases the trust instrument charges 
the trustee and not the beneficiary with 
the exercise of discretion. If the trustor 
makes a beneficiary a co-trustee with 
the bank, then, of course the beneficiary 
has an equal voice, but otherwise—No. 
If the trustor had wished the beneficiary 
to have the responsibility, he should, 
and probably would, have expressed his 
wish in the trust instrument. 


Acceptance of accounts is a most im- 
portant duty. Accounts should not be 
accepted if there is evidence that ad- 
ministration will be difficult or there 
is ambiguity in the instrument, unless 
there is provision for adequate fees 
and protection afforded the bank 
through counsel and court. Accounts 
should not be accepted as successor fi- 
duciary unless the acts of the predeces- 
sor have been reviewed and approved 
by counsel for the bank and approved 
by court order. (Concerning embarrass- 
ment in administration of accounts 
which could have been foreseen, one 
will provided for cremation but not for 
disposition of the ashes. The court 
granted no relief, and the decedent’s 
ashes have remained for years in a safe 
deposit box in the bank’s vault.) 


Trust departments must have proper 
management. The administration of fi- 
duciary accounts should not be dele- 
gated to an attorney or counsel for the 
bank unless as a bank officer he will 
administer the accounts from a desk in 


Se 


Summarized from an address before the Trust 


a Kansas Bankers Association, March 24, 
5. 
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the bank. Trust departments which are 
given consideration only when it is 
convenient are usually those in which 
serious problems develop. 


A record of litigation should be main- 
tained whenever any litigation is com- 
menced or even threatened . . . a chron- 
ological record of information received 
and legal documents filed which should 
reflect the current status of the litiga- 
tion at all times. There should be a 
tickler system or duty book to insure 
timely action in all matters. 


Handling Investments 


In connection with the trust invest- 
ment committee’s review of trust assets, 
information furnished the committee 
should include synopsis or history sheets 
for each individual account reflecting 
the essential provisions of the trust in- 
strument and essential facts regarding 
all beneficiaries. 


Of particular importance is the atten- 
tion to be given those accounts wherein 
the bank is trustee for a bond issue. 
Before accepting appointment as trus- 
tee of an issue, make sure it is under a 
well prepared trust indenture, and the 
obligor is a reliable and sound corpora- 
tion. After acceptance, the records of 
the bank should reflect the status of 
the issue at all times. The committee, 
or the board, should periodically deter- 
mine that the obligor is complying with 
all the covenants as expressed in the 
trust indenture, and should determine 
that the bank as trustee is performing 
all duties required by the indenture. If 
the bondholders find it necessary to 
protect themselves by litigation, it may 
be costly to the bank. 


Regarding investments, the Kansas 
statutory prudent man rule authorizes 
retention of assets received in kind. An 
authorization to retain, either by terms 
of the instrument or by statute, should 
never be interpreted as an authority to 
retain without the exercise of discretion. 
This is particularly true in regard to 


the stock of the bank. 


In many trusts there is no reasonable 
necessity for investing the entire estate 
in relatively riskless, low-yield bonds or 
time deposits. This is the easy way, but 


a trustee in my opinion should earn his 
fee not by the easy way but by correct 
and warranted procedure. Nor does a 
trustee earn his fee by placing the funds 
of the estate in savings accounts on any 
but a temporary basis. On the other 
hand, the investment or retention of the 
entire estate in high-yield common 
stocks, unseasoned securities or local 
projects of very limited marketability 
is certainly just as unwarranted as a 
policy. . . It has been my opinion that 
the purchase of sound common stocks 
where authorized by the trust instru- 
ment in discretionary accounts would 
be restricted somewhere between 35% 
and 50% of the fund at current market 
values. 


Real estate loans are finding increas- 
ing favor in trust investment. They 
are excellent in the proper accounts 
provided they are soundly made. As a 
word of caution, they should be sup- 
ported by all the usual documents and 
they should never be acquired from the 
bank, an affiliate, or from concerns in 
which directors or officers are interested. 


Assets Received in Kind 


The most difficult situation (in con- 
nection with retaining assets received 
in kind) is where the trustor has ex- 
pressed a desire that his particular in- 
vestments be retained until in the judg- 
ment of the trustee they should be dis- 
posed of in the best interest of the 
estate. So often these assets are of local, 
limited marketability, if any, and when 
they are in sound condition and salable, 
they should be retained, but when re- 
versals begin to appear they are no 
longer salable. Frequently these are 
securities of concerns in which directors 
or officers are substantially interested 
and their interests may be sufficient to 
influence the discretion of the bank as 
fiduciary. I firmly believe in a policy 
of conversion to marketable securities 
where consistent with the provisions 
and purposes of the trust. 


When the bank is trustee for a trust 
involving a general partnership inter- 
est of a decedent, it is important to re- 
member that the liability of the bank 
as general partner is not limited to the 
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assets of the trust estate. Protection may 
be effected by incorporation of the firm, 
or by taking steps making the bank 
only a limited partner, or by disposal 
of the interest — or the account. 


Stock of your own bank presents sev- 
eral problems. One problem is in voting 
the stock in the election of directors. 
Under Section 5144 of the United 
States Revised Statutes, stock of the 
bank held by a national bank as sole 
trustee may not be voted in the election 
of directors unless under the terms of 
the instrument the manner in which the 
stock shall be voted may be determined 
by a trustor or beneficiary and unless 
the trustor or beneficiary actually di- 
rects how the stock shall be voted. It 
is therefore conceivable that if the 
amount of the non-votable stock held in 
sole fiduciary capacities is substantial, 
some minority interests may unexpect- 
edly achieve control. This is one place 
where a co-fiduciary may be of help, 
for a co-fiduciary may vote the stock in 
the same manner as if he were sole 
trustee. 


Then too, capital increases involve 
the issuance and exercise of rights. Un- 
der Regulation F trust funds may not 
be invested in stock of the bank unless 
it is expressly required by the trust 
instrument or specifically authorized by 
court order, and this restriction certainly 
applies to the stock acquired in the ex- 
ercise of rights. Rights normally have 
a sale value and if sold the estate will 
suffer little if any loss of value, but the 
beneficiaries may argue they have lost 
a percentage of their interest in the 


bank. 


Also in accounts subject to the dis- 
cretion of the bank, the stock of the 
bank presents a conflict of interest un- 
der which it will be difficult if not im- 
possible to exercise an unbiased or im- 
partial discretion. Here again, the stock 
may be considered sound and readily 
marketable at the present time but in a 
period of adversity, when you believe 
the stock should be sold, will you, or 
can you, seek and find a market? If 
your co-fiduciary will not agree, of 
course it must be retained. If your life 
tenants want it retained, you are ham- 
pered in your exercise of discretion. 
If the remaindermen wants it retained, 
and says so in writing, you will prob- 
ably be protected unless you ultimately 
make distribution at depreciated values 
to a contingent remainderman who did 
not request retention. 


Consider these problems and con- 
flicting situations, and discuss them 
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with your present officers, directors and 
large stockholders, and your counsel. 
You will have lost a lot of good sales 
argument for your department if your 
own officers and directors do not ap- 
point the bank as executor and possibly 
trustee and they surely have stock of 
the bank in their estates. If they wish 
their stock to be held in trust, try to 
convince them of the wisdom of desig- 
nating a reliable relative or some other 
person as a consultant with full and 
final sole authority to determine the 
advisability of its retention or disposi- 
tion. The emphasis should be put not on 
ways and means of legally retaining 
stock of the bank, but on ways of re- 
ducing the holdings consistent with the 
purposes and the provisions of the 
trustor. If you have any choice or sole 
discretion, my suggestion is that you 
reduce the holdings of your own bank 
stock. 


Loans and Sales 


Contrary to the Federal Reserve Act 
and many a state statute, we occasion- 
ally find loans of trust funds to officers 
or employees or directors of a national 
bank as trustee. Such loans should not 
be made as discretionary investments 
by a bank. Where such loans are re- 
ceived in kind, or made under author- 
ized directions from the grantor, prin- 
cipal and interest payments should be 
required strictly in accordance with the 
terms of the note. 


Regarding sales of trust property, 
unless expressly required by the trust 
instrument or specifically authorized by 
court order, trust property cannot be 
sold to the bank, or to members of the 
bank, or to their families, direct or in- 
direct, without incurring a_ potential 
liability and years may elapse after the 
transactions before some smart counsel 
for the beneficiary stirs up trouble. Sur- 
prisingly, even such sales at public auc- 
tion form the basis for litigation. There 
is a paragraph on this subject in Scott 
on Trusts. 


A real estate loan may be processed 
by the commercial department for the 
trust department, but the loan must be 
earmarked at the inception for a partic- 
ular trust account, and be taken by that 
account or none. It is improper to make 
a new loan under new documentation 
in the trust department, even at an 
increased amount on satisfactory ap- 
praisal, if any part of the proceeds 
of the new loan are to be used by the 
borrower to liquidate a loan in the 
commercial department. 


















































Speaking broadly, co-fiduciaries frp, 
quently are more of a detriment tha 
a benefit to a bank fiduciary, but a na, 


tional bank is rather rigidly governej i 
by Regulation F and the individual ¢p. AW 
fiduciary is not. The bank has no auf wae 
thority to take action contrary to Reg pars 
ulation F on the request of the co-f.§ Boo 
duciary unless the trust instrumenff ad ' 
makes appropriate provision for suchi The 
request. If the bank considers it adj ‘® 
visable to dispose of a certain holding bons 
for purposes of diversification or in. os 
provement in value, and the co-fiduci-fl j. 
ary refuses his consent, the transactions hig] 
are blocked and the matter must bef fina 
presented to the court. The wishes offf $13 
a co-fiduciary, or beneficiary, warrant] Va!’ 
consideration in the exercise of discre SSt 
tion but must not be accepted as man. = 
datory. pe 
The trust department should care as 
fully consider accepting accounts for C.C 
inadequate fees simply because th 7 
trustor is a valued customer of the “th 
bank. A trust department that is called Bu: 
upon by the commercial department tof you 
take on various extraneous duties, either P¢ 
for the bank or for the customers, with: of 
out adequate remuneration, will caus§ ™ 
an income loss to the bank that is fre§e 
quently not justified by the facts. eff 
‘ tis 
Bearing in mind that an auditor§ 
should protect against oversights ani 4, 
omissions, the audit program should in-§ mc 
clude a check to insure that all assets Cl 
with which the bank as fiduciary is ie 
charged are entered upon the ledgers & 
at some value. On the other hand, the§ *' 
auditor is not an operating man and rs 
he should not be called upon to deter- me 
mine whether investments conform tof fy 
investment provisions—that is the duty § of 
of the trust investment committee inf} m 
their regular meetings. Similarly the™ tu 
auditor has no duty to review the assets§ ™ 
of accounts, but he should determiney ™ 
that they have been reviewed as re-§ 
quired during the past year. 
Beneficiaries are much better off for ‘ 
many reasons where their accounts are§ y 


with corporate fiduciaries. The public# § 
is turning more and more to the corpo-§ A 
rate trustee, probably due in part tof ° 
aggressive new business solicitation with 
the aid of extensive fiduciary advertis- 
ing and the reasonable assurance off ; 


sound administration. g 
h 
A A A 0 


@ During 1954 a trustee branch of WIL- 
LIAMS DEACON’s BANK LTD. was estab- 
lished at Bournemouth, England. The 
main office is at Manchester. 
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Fa a “Every big business was small once,” 
verned including the Horsie Hollow Candy Shop. 
ual co, A wholesale confectioner had received an 
NO au order from it for $10.00 worth of candy 
O Rev. pars, and not finding it in the Reference 
: Co-f- Book, asked Dun & Bradstreet—in whose 
rumenify ad this story appears — to investigate. 
r such The D&B reporter, after interviewing 
it ad. the owners, wrote: “that the enterprise 


was operated as a partnership by two 
neighbors who were eleven years of age 
and unmarried .. . although the owners 
are men of limited means, they have a 
high standing in their community. The 
fnancial statement indicated assets of 
$13.25 in merchandise and cash, with a 
valuation of $35.00 for the building con- 
sisting of a remodeled turkey coop. The 
partners were experienced with a five 
year record of selling lemonade and 


olding 
or im 
fiduci- 
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ust be 
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‘arrant 
discre. 
3 man. 





cookies . . . There was no indebtedness 
care as their mothers’ terms were strictly 
ts forf§ C.0.D.” 
e the The ad continues with commentary that 
of the “the spirit of enterprise is young .. . 
callel§ Businessmen in our country, always 
ent tof young in spirit, are willing to take the 
either Personal risks of today for the rewards 
, with. of tomorrow, because every man in busi- 
cause BSS is in partnership with the future.” 
is fre. The question-and-answer method gets 
effective employment in current adver- 
F tisements of Rayonier, Inc. One such is 
uditor directed to the community and answers 
s andl the questions, “What is Rayonier’s 
ald in- monthly payroll in Port Angeles and 
assets Clallam County?” and “What are the 
ary is job opportunities at Rayonier for a 
edgers graduating high school senior?” Another 
d, the is aimed at the businessman customer and 
» ol investor. It answers questions about the 
“effect the new tubeless tires will have 
deter- upon Rayonier operations” and “the 
rm {08 future of the cellulosics . . . in the light 
> duty & of impressive strides made by other man- 
tee inf made fibers.” The former ad contains pic- 
y the tures of community citizen questioners 
assets 2nd employee answerers. The latter fea- 
mine tures pictures of the questioners only — 
as reg “xecutives of well known business firms. 
“Safeway looks at two trends” in our 
national affairs “and finds good reason 
off for to be optimistic about its future and 
ts aré# yours” in a two-page advertisement of 
public # Safeway Stores, Inc. The first trend is 
corpo- America’s growing population which is 
art to§ °f special interest to “one of America’s 
n with largest food retailers.” The other trend 
verti is governmental — “Our government’s 
ae basic financial checks and balances are 
being soundly administered. This gives 
Safeway confidence in a_ continuing 
healthy economic climate — even in times 
of emergency.” Both topics are discussed 
Wi at length and a coupon offers reprints of 
asta = ad’s message and/or illustrated book- 
Thef 
“Man is the measure of all things,” 
ATES # APRIL 1955 
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From Dunn & Bradstreet ad cited in text 


quotes a current Esso Petroleum Co., 
Ltd., ad which applies this statement of 
the ancient Protagoras to the situation of 
modern industry. ‘We live in an age of 
great organizations; can we also live in 
one of great individuals? . . . The test 
(of our mammoth communities and 
world-wide corporations) must be... 
how far they contribute to the happiness, 
understanding and liberty of the ordinary 
man... Man is not just another factor 
in the productive chain — he is the 
reason for its existence.” 


Recently the same company published 
a sort of Credo advertisement, which 
stated not only what the management 
believes about private enierprise and the 
oil industry in particular, but also “that 
in thus engaging in business a company 
takes upon itself certain obligations :— 
to Shareholders ...to Employees... to 
the Community ... and to the Company. 
Each of these is spelled out in a separate 
paragraph, The last responsibility — to 
perpetuate and develop the Company so 
that it can continue to perform its task 
“falls not only on management, but on 
every one of the 12,000 men and women 
who earn their living in this country 
with Esso.” 


“The more papers your newsboy de- 
livers, the more he is paid . . . which 
makes you an exploiter of labor,” states 
a Warner & Swasey ad which discusses 
the fact that “That’s the only way he 
can make more money, to pay for the 
movies and the bike” which he may want. 
This principle, the ad says, is the only 
one “that can ever truly give the work- 
men the security everyone talks about.” 


A AA 


@ At the 102nd annual stockholders 
meeting of The Home Insurance Co., 
held April 4, stockholders witnessed the 
premier of The Home’s latest sound slide 
film, Feature Story, a graphic presenta- 
tion of the role played by property in- 
surance in America. President Kenneth 
E. Black said that The Home’s sound 
slide films exhibited to local agents and 
agency boards and associations through- 
out the country, have achieved impressive 
results. 


Toledo Bank Inaugurates 
Student Plan 


Eighth grade mathematics students of 
the Toledo public schools are sending 
representatives each month to visit The 
National Bank of Toledo under a plan 
prepared by bank officers in conjunction 
with officials of the Toledo Public School 
system. 


Two students from six Toledo schools 
are selected either directly by the 
teachers or through competitive tests. 
They report to the bank on the last 
Friday of the month, are given an oral 
description of how the bank cperates, 
and are then assigned to various offices 
in the bank where they function as the 
officer, under the supervision of the of- 
ficer in charge. 


The student group is taken later on a 
tour of the bank, followed by a question 
and answer period in the employees 
lounge. Each student is given a scroll 
citing him as a “Banker of the Month,” 
and the parents are sent a letter of con- 
gratulations and an invitation to visit 
the bank while the student is being 
honored. 


The National Bank of Toledo in- 
augurated the program, according to 
Milton Knight, president, “in order to 
stimulate interest among students in our 
public school mathematics classes ... 
one of the few fields that is sadly neg- 
lected by outside interests ... we found 
the students were more than willing to 
learn about our business.” 


The Bank plans to expand its program 
with the fall term next year in order to 
encompass city, county and parochial 
school eighth graders, 


A AA 
CAPITAL NOTES 


@ “Men and Machines . . . Inseparable 
Partners in Progress,” the first of a 
series of articles on the role tools have 
played in raising our standard of living, 
appeared in General Motors’ publication 
GM Folks for March 1955. The article 
is written by Leighton A. Wilkie, founder 
of the Wilkie Foundation which pre- 
sents the traveling exhibit “Civilization 
Through Tools.” 


@ “Partners in Progress,” a publication 
celebrating the 50th anniversary of De- 
troit Edison, well balanced between text 
and illustrative material, covers the de- 
velopment of electric power briefly from 
the Greeks, through Ben Franklin’s ex- 
periment to the origin of Detroit Edison, 
and then in more detail to the present. 
It tells how “inventive genius, capital and 
business enterprise teamed up to create 
a great new service industry” and that 
“financing and management is an art 
and a science.” Responsibilities brought 
“particular regard for all aspects of 
customer service, community and em- 
ploye relations.” 
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HERBERT W. HOOVER, who helped devel- 
op the vacuum into a multi-million dollar 
business, left the residue of his estate 
to the trustee of a trust created by him 
in 1929. Under a power reserved to him 
in the living trust, Mr. Hoover substi- 
tuted the Harter Bank & Trust Co. of 
Canton, Ohio, for the corporate trustee 
named therein, and also named it as 
executor. Declaring that he had made 
substantial and adequate provisions for 
his children and grandchildren in the 
living trust, Mr. Hoover limited the be- 
quests in his will to $15,000 to the local 
Y.M.C.A., $2,500 each to two employees, 
personal effects to his four children, and 
any real estate to his descendants per 
stirpes. 


All death taxes are charged against 
the residuary estate except that the ex- 
ecutor is authorized to collect from the 
trust any part or all of debts, expenses, 
legacies and taxes so that all liabilities 
and legacies may be paid in full. 


Sir THOMAS WHITE, for eight years 
Canada’s Minister of Finance and the 
Dominion’s oldest Privy Councilor, named 
as executor and trustee the National 
Trust Co. Ltd. of Toronto, of which he 
had been director, vice president and 
manager from shortly after its incor- 
poration until 1911 when he joined the 
Cabinet. Sir Thomas bequeathed $10,000 
each to a sister and sister-in-law and 
$2,000 to several nieces and nephews. He 
directed the trustee to set aside stated 
amounts of securities to pay monthly 
sums out of income or principal to named 
individuals. Detailed instructions are 
given for the care of his home pending 
disposition by the trustee. The residue 
of the estate is to be distributed in con- 
venient installments, having regard to 
the trustee’s remuneration and other 
obligations of the estate at the time of 
final distribution, in equal shares to his 
sister-in-law, nephew, niece and grand- 
niece. Investments are to be confined to 
trustee securities, preferably in bonds or 
debentures of or guaranteed by the 
Province of Ontario or the City of Tor- 
onto “should they be available for pur- 
chase with net yield rates of interest 
reasonably comparable with those of 
other trustee securities having regard to 
the security afforded.” 


HERMAN W. NEWELL, president of Len- 
nen & Newell, Inc., advertising agency 
with gross billings of some $35,000,000 
annually, left his entire estate for the 
benefit of his wife. She receives outright 
their residence and all tangible personal 
property, and the income of two trusts 
set up out of the residue. As to the first 
trust, consisting of one-third of the resi- 
due, before taxes, Mrs. Newell is given 
unrestricted power to appoint the princi- 
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WHERE THERE'S A WILL 


pal by will. This trust is not to contain 
any unproductive property or other as- 
sets with respect to which a marital 
deduction would not be allowed. As to the 
other two-thirds, she has a power to 
appoint to anyone other than herself, her 
estate, her creditors or the creditors of 
her estate. She may demand principal at 
any time up to an aggregate of $12,000 
annually, non-cumulative, out of the first 
trust and if that is exhausted out of 
the second trust. The trustees — Mrs. 
Newell and Bankers Trust Co. of New 
York — are directed on her death to pur- 
chase out of principal of this trust an 
immediate life annuity of $4,200 annually 
for Mr. Newell’s mother. The will is to 
be construed and administered in accord- 
ance with the law of Connecticut where 
the testator was domiciled. 


Cou. RoBERT R. McCormick, editor and 
publisher of the Chicago Tribune, after 
making provision for his family, left the 
bulk of his estate for two educational 
and charitable trusts. The Colonel left his 
widow personal effects, $100,000 a year 
for life, and the right to occupy the 
Cantigny Farm. Two daughters will re- 
ceive annuities of $10,000 each. 


To one trust was given the family 
house, Cantigny Farm, the Colonel’s per- 
sonal memorabilia and extensive library, 
and $1,000,000 to maintain Cantigny as 
a public park and museum, and to aug- 
ment the library which is to be available 
to the public. The other trust, which will 
support charitable and scientific projects, 
including religious, literary or educa- 
tional undertakings, will receive Col. Me- 
Cormick’s stock in the Tribune as well 
as his interest in the McCormick-Patter- 
son Trust, which controls the majority 
stock in the Tribune Company. 


The executors and trustees, all of 
whom are business associates, are given 
broad discretion as to the charitable work 
to be undertaken, but the will expressed 
the hope that patriotic, scholastic and 
simple charitable activities would domi- 
nate. 


No provision was made for James Pat- 
terson, the son of a cousin, “because his 
future in the newspaper tradition of our 
family has been provided for by his 
father.” A request was made, however, 
that 7-year-old grandnephew, Mark Mc- 
Cormick Miller, be given future employ- 
ment on the Chicago Tribune “if he so 
desires.” 


GODFREY N. NELSON, vice president and 
secretary of The New York Times, whose 
tax articles therein were widely read, 
left his entire estate outright to his 
wife, whom he named co-executrix with 
Guaranty Trust Co. of New York. Mr. 
Nelson was a certified public accountant 
as well as an attorney. 


Fulfillment of 
Du Pont Bequest Depends on 
His Residence 


Whether the Longwood Foundation, 
Inc., will receive the $30,000,000 residu. 
ary estate of Pierre S. du Pont now de. 
pends upon the success or failure of 
Pennsylvania’s attempt to prove that Mr, 
du Pont was a resident of that state at 
the time of his death last year. If he 
is found to have been a Pennsylvania 
resident, the taxes of that state together 
with resultant changes in the Federal 
tax, are expected virtually to consume the 
residuary estate. If he is held to have 
been a resident of Delaware, the residu- 
ary estate is expected to amount to over 
$30,000,000 which will go to the Long. 
wood Foundation (created by Mr du Pont 
in 1946) for general charitable purposes, 
In either case a specific bequest of more 
than $33,000,000 will go to the Founda- 
tion for the operation of Longwood 
Gardens, a horticultural marvel of nearly 
1,000 acres. 


The estate of the former president anu 
board chairman of General Motors Corp. 
and E. I. du Pont de Nemours & Co. has 
been tentatively reported to have a value 
in excess of $80,000,000. If he is deemed 
to have been a resident of Delaware — 
where he was born and died, paid taxes, 
voted, held public office, and in the last 
year of his life paid $1,165 monthly 
apartment rent — taxes would run 
approximately: Federal Government 
$3,100,000; Delaware $600,000; Pennsyl- 
vania $127,500. 


If, on the other hand, the Pennsyl- 
vania residence is established, the amount 
of tax will depend on whether that Com- 
monwealth taxes all bequests to the 
Foundation, or exempts the specific be- 
quest for Longwood Gardens. In the 
former case the Pennsylvania tax might 
run as high as_ $8,899,000 with the 
Federal tax increasing to $32,600,000. 
Under the latter decision the Pennsyl- 
vania tax would be in the neighborhood 
of $5,700,000 and the Federal estate tax 
around $22,000,000. 


Under the Federal law, any payment 
of taxes to Pennsylvania would auto- 
matically reduce the amount qualifying 
for charitable deduction. 


When Mr. du Pont included in his 
will the specific bequest of 3,000 shares 
of Christiana Securities stock (quoted 
around $11,000 a share) to maintain 
Longwood Gardens for the benefit of the 
public, he added the phrase “so long as 
income from the Foundation is tax ex- 
empt.” This is the largest fund ever 
established for such purposes, and will 
preserve for posterity the superb gar- 
dens, the open-air theatre, music room, 
manor house, and the arboretum started 
in 1800 by the Pierce brothers who 
founded the Longwood estate. 
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BARNEY BALABAN 


President, Paramount 
Pictures Corporation 
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Condensed Statement of Condition 
March 31, 1955 








RESOURCES 
Cash and Due from Banks . . . $ 714,285,712.35 
U. S. Government Securities . . . 857,110,205.71 
U. S. Government Insured F. H. A. 
eg kk ce oe Se 71,975,428.20 
State, Municipal and Public Securities 181,429,848.29 
Stock of Federal Reserve Bank . . 4,511,700.00 
Other Securities . . ..... 38,709,964.84 
Loans, Bills Purchased and Bankers’ ; 
Aeceeteeems... . « « & 6 860,014,297.41 
20,719,485.98 
17.880,111.95 
21.710.650.21 
9,857,943.36 


$2,798,205,348.30 


Mortpemes 5g tl 
Banking Houses . . .... . 
Customers’ Liability for Acceptances 
Accrued Interest and Other Resources 





LIABILITIES 


Capital (2,519,500 
shares—$20. par) $ 50,390,000.00 
Surplus . . .. . ~=100,000,000.00 
Undivided Profits . 41,291,876.25 $ 191,681,876.25 








Reserves for Taxes, 

20,349,028.34. 
2,015,600.00 
21,993,535.13 


Unearned Discount, Interest, etc. . 
Dividend Payable April 15,1955... 
Outstanding Acceptances . . . . 
Liability as Endorser on Acceptances 
21,913,633.16 
Other Liabilities’. . . . .. . 1,005,164.66 
Deposits . . 1 2 0 0 6 se) BOO SIOLTO 


$2,798,205,348.30 


and Foreign Bills. . ... . 


; 


United States Government and Other Securities carried at $116,449,162.09 are pledged to 
secure public funds and trust deposits and for other purposes as required or permitted by law. 


Head Office: 55 Broad Street, New York City 


MORE THAN 100 OFFICES IN GREATER NEW YORK 


Member Federal Deposit Insurance Corporation 
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ON THE PUBLICITY FRONT 


Newspaper Advertising 


“Why, oh, why . . . do so many per- 
fectly reasonable, capable, practical men 
neglect to make sound, sensible Wills?” 
inquires an ad in the current series from 
Bankers Trust Co., New York. Also, 
why do others “burden wives, friends 
or relatives” with heavy and worrisome 
responsibilities?” The text suggests in 
answer to the situation two “logical, 
simple. steps”—an attorney-drawn will 
and Bankers Trust as executor or co- 
executor. 


“The most important asset in any 
business”—pictured by the hats of exec- 
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utives on a shelf outside the Conference 
Room—is the people important to its 
operation. The ad inquires if they are 
insured and discusses the different kinds 
of key man insurance. Citizens National 
Bank, Tyler, Texas, does not sell insur- 
ance, the ad explains, but understands 
its importance and can serve as executor 
and trustee for partnership and stock 
liquidation insurance. 


“It makes a big difference who writes 
your will” advises Commerce Union 
Bank, Nashville, in an ad which states 
that money for an attorney’s prepara- 
tion of a will is spent wisely. It offers 
“helpful information and suggestions 
subject to your attorney’s advice” from 
the trust officers, as well as executor 
and trustee service. Copies of the ad 
were sent to attorneys with a covering 
letter citing the ad “as a friendly re- 
minder that we are always at your ser- 
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vice when we can help you or your 
clients.” 


“He likes taxes” observes a recent ad 
of City Bank Farmers Trust Co., New 
York, which pictures A. G. Quaremba, 
vice president in charge of the tax de- 
partment. The text explains that he is 
a specialist whose services are not di- 
rectly available to the public, but that 
he works closely with investment advis- 
ory officers, whose service is available. 
A booklet is offered on “How to get the 
most out of your investments.” 


“We admit it . . . your business is 
different,” comments an ad from Secur- 
ity Trust Co., Rochester, N. Y., with a 
resultant statement that “your best buy 
in a retirement plan may be different.” 
The rest of the text explains how the 
retirement plan revolves around the 
best design and the appropriate invest- 
ment of funds, and how the bank is 
equipped to help. 


“Tax-Free Dollars” from a life in- 
surance trust are pictured in an ad of 
Merchants National Bank & Trust Co., 
Meadville, Pa., which points out that 
“a change of ownership of your poli- 
cies could mean great savings for your 
loved ones.” The ad advises that the 
changes in the 1954 Internal Revenue 
Code, which include possible savings 
through an insurance trust, make this 
“a particularly good time” to review 
one’s entire estate plan. 


“For their security’—with picture of 
wife and child— the reader should 
“Make Life Insurance your first invest- 
ment” states Trenton (N.J.) Trust Co., 


in ad ad which suggests, “Carry as 
much life insurance as your earning; 
will allow,” and explains the advantages 
of a life insurance trust. 


Forums 


The sixth Financial Forum for Women 
was held recently by American Security 
& Trust Co., Washington, D. C., with 
more than 150 ladies attending. Officers 
of the bank discussed the banking sys. 
tem, real estate investment, tax return 
requirements, investing in stocks and 
bonds, and wills, trusts and estate plan. 
ning. 

The Westhampton Junior Woman’s 
Club of Richmond heard Henry Y. 
Brockenbrough, assistant trust officer, 
State-Planters Bank and Trust Co., on 
the subject of “Women and Finance,” 
on March 8. Two weeks later P. Henry 
Poehler, assistant vice president of the 
bank, gave poin'ers on “How to Budget 
the Family Finance.” 


On March 23, Brockenbrough spoke 
before a joint meeting of the Brook 
Run and Barton Heights Junior Women’s 
Clubs on “What a Woman Should Know 
About Wills,” emphasizing that a per- 
son’s estate plan is his plan for living. 


Radio—TV 


Television viewers in the Denver area 
responded enthusiastically to a four- 
week series of half-hour programs spon- 
sored in February by the American Na. 
tional Bank of Denver. Presented as a 
public service and dedicated to the 
attorneys of the Rocky Mountain region, 
“This Is Your Estate,” offered an unus- 
ual opportunity for Denver TV watchers 
to have their estate problems analyzed 
anonymously. A panel of prominent 


Participants in the TV panel discussion, “This Is Your Estate,” sponsored on four evenings 

in February by American National Bank, Denver. Left to right: Hover T. Lentz, attorney; 

Wm. B. Paul, accountant and attorney; Herman F. Feucht, vice president of the bank; 
W. Glenn McMahan, trust officer of the bank; Bernard S. Rosen, life underwriter. 
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local authorities discussed specific prob- 
lems dealing with wills, trusts, insur- 
ance, death taxes and related aspects 
of estate planning and management, 
based on actual questions submitted 
anonymously. Vice President Herman 
F, Feucht served as moderator. 

For several weeks preceding the first 
telecast, promotions by the bank urged 
everyone to send in questions on their 
estate, giving in general the size and 
nature of the estate, including insur- 
ance, their age, and the number and 
ages of dependents. People were cau- 
tioned not to mention names or other- 
wise reveal the identity of any persons 
in their letters, and not to sign their 
own names, but to substitute any word, 
or code which they could recognize 
easily during the program discussion. 
The hundreds of questions mailed to the 
hank as the program progressed indi- 
cated the extent of interest generated. 
Congratulatory letters from attorneys 
and other professionals, as well as pri- 
vate citizens, convinced bank officials 
that “This Is Your Estate” was a com- 
plete success in promoting good will 
toward the bank. 

“First and American Theater”—half- 
hour playlets with top Hollywood stars, 
iscurrently sponsored by First & Amer- 
ican National Bank, Duluth. Commer- 
cials — live, film and slide — introduce 
bank services to prospective customers. 


Only FIRST SECURITY in UTAH 
offers: 


Common Trust Fund 
services for trusts established by your clients 


WHAT IS A COMMON TRUST FUND? 

Proved both sound and popular with eastern banks, the 
common trust fund is nothing more than an accumulation 
of funds from a number of small trusts. With this com- 
mon pool of funds, we as the fiduciary are able to then 
purchase a wide diversity of securities. 


SMALL TRUST RECEIVES NEW BENEFITS 

By participating in a trust fund, the small trust 
receives the benefits of a wide diversity of security 
investments that otherwise would be available only to 
large trusts. 





You and your client are invited to discuss your plans 
with one of our trust officers . . . in complete confidence 
and without obligation, of course. 








“Things United are Helpful” 
—Latin Proverb 


ESTATES . . . administrator, executor, ancillary admin- 
istrator, guardian of minors or incompetents. 


TRUSTEESHIPS . . . living trusts, testamentary trusts, life 
insurance trusts, custodian of securities, property mana- 
ger, escrow agent. 


CORPORATION SERVICES . . . including acting as transfer 
agent or registrar for issues of stock, trustee for bond 
issues and pension or profit-sharing trusts. _Receiverships 
and bankruptcy tr hips also handl 








Center spread in calendar booklet distributed to lawyers by First Security Bank of Utah 


Publication of “Television for Banks,” 
number thirteen in its series of bank 
public relations manuals, and a kit of 
“Television Aids,” including script ideas, 
has been completed by the Public Rela- 
tions Council of the American -Bankers 
Association. The new manual is a prac- 
tical handbook for planning and arrang- 
ing many kinds of TV programs. It 
draws on the successful experience of 
banks with advertising and community 
public service programs, and observes 
that while the cost of TV programs has 
increased, the tremendous expansion of 
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ee eine Aoseaty ty Seana dew cetnd. 2. Daughter of 
4 neighbor; both children interested in stamps. 3. Her smaller brother, age 
6%. He has less than she in the way of furniture. 4. A cousin in the same 
Who lives nearby; the two girls are of a size and can wear the same clothes. 
5. A cousin living in the West. She summers in Connecticut but has no bike 
and has been trying to get one. 6. The cook, always short of money. 


7. A little cocker jel who in Lucy’s room. 8. Anything in the room, 

that is, after the o have had 9. Lucy is the only one who plays the 

cnn inate eaenetiaelt tarkacies Unie C ts One weeae 

to aber wet ate mm ne tw 10. A cousin, age 11}, living on 
out West whom saw last summer. 





From Union & New Haven Trust Co., Journal 


Aprit 1955 


television audiences has dropped the 
viewer cost as much as 60% since 1949. 
“A program on trust and estate man- 
agement would find a ready audience,” 
the manual states. The kit of “Television 
Aids” contains 14 script ideas, 12 basic 
television formats, 6 public service for- 
mats, 12 guides for commercials, hints 
on presentation, and a glossary of terms. 


Booklets 
The March Journal of Union & New 


Haven (Conn.) Trust Co., quotes two 
wills made by children—one by the 
eleven-year-old daughter of a reader 
(with names eliminated to avoid identi- 
fication) which was inspired by a pre- 
vious issue of the Journal; the other by 
Amy in Louisa M. Alcott’s Little Women. 
These documents offer the occasion for 
a dissertation chiefly devoted to the dis- 
position of one’s personal effects, but 
including commendation of the children 
for avoiding procrastination and the 
trust company’s interest in helping to 
make sure that “all will be satisfied and 
not blame the dead.” 


The 1955 “Court Calendar and Roster 
of Public Officials,” distributed annu- 
ally to the members of the Utah State 
Bar by First Security Bank of Utah, 
this year contained a center spread 
advertisement of the “services for trusts 
established by your clients” made pos- 
sible through the creation of a Com- 
mon Trust Fund—the only one thus far 
in Utah. A picture of a Roman binding 
rods together accompanies the Latin 
proverb “Things united are helpful.” 
There is a short paragraph on what a 
common trust fund is, another on the 
benefits available to a _ participating 
small trust, and a brief summary of the 
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bank’s services for estates, trusteeships 
and corporations. In his letter of trans- 
mittal to T&E, vice president Ralph D. 
Cowan commented, “In working this out 
we received a great deal of help from 
the recent article on advertising of com- 
mon trust funds which appeared in 
Trusts AND Estates” (Dec. 1954). 
“Education shall forever be encour- 
aged,” a promotional brochure from 
the University of Michigan, not only 
tells what the institution needs and why, 
but includes sections on What Gifts and 
Bequests Do for the Donor, How to 
Make a Bequest, and one entitled Con- 
sult with Your Lawyer, Trust Officer, 
and Insurance Adviser. The first of 


these points out that potential donors 
may not be aware of the benefits of the 
marital deduction provision, and that 
its use may free more funds for dona- 
tions. Under the second title, the Uni- 
versity offers a suggested form of be- 
quest (with the institution’s legal name) , 
advises use of the services of a compe- 
tent attorney, and suggests a clause in 
gifts permitting the most useful contin- 
uance of the benefaction if the original 
purpose ever ceases to be a real need. 
The third section mentioned points out 
that professional advisers can sometimes 
open “unsuspected avenues of philan- 
thropic activity” because of their knowl- 
edge of the donor’s estate. 





Letter from a large 

















Bank on the Eastern Seaboard: 























If your investment in advertising is not 
getting results like this, ask for a mail 
demonstration of a trust promotion program 
that should be a profitable investment for 


your bank. 










THE PURSE COMPANY 
Headguarters for “Trust Advertising 


CHATTANOOGA 2, 


NEW YORK e 


CHICAGO e 








TENNESSEE 


BIRMINGHAM 


FPRA Regional Meetings Se 
for Three Cities 


“Your Bank’s Public Relations— 
Drifting or Directed?” will be the theme 
for the 1955 series of Regional Meet. 
ings sponsored by the Financial Public 
Relations Association in Atlanta (May 
4), Cincinnati (May 6), and Boston 
(May 11). Full day programs of panel 
discussions, luncheons and dinner meet. 
ings with clinic discussions will feature 
“how to” channel community activities, 
business development, staff and custom. 
er relations for progress and profit. 


“I Believe That Public Relations Can 
Have Direction” will be discussed by a 
panel of FPRA officers and moderated 
by Preston E. Reed, executive vice pres. 
ident of the Association. Those taking 
part will be W. W. Delamater, vice pres. 
ident, Tradesmen’s Bank & Trust Co.. 
Philadelphia; W. E. Singletary, vice 
president, Wachovia Bank & Trust Co., 
Winston-Salem, N. C.; Orrin H. Swayze, 
executive vice president, First National 
Bank, Jackson, Miss.; and A. Gordon 
Bradt, second vice president, Continen- 
tal [llinois National Bank & Trust Co., 
Chicago. The panel will attempt to an- 
swer such questions as: How do you 
get your bank recognized as a good 
citizen? What should you do to de- 
velop more business? Where do you 
get the most from your advertising dol- 
lars? Why are publicity and good press 
relations important? Who represents 
your bank to the public? When do your 
customers need you? 


“The Customer Is Always . . .” will 
be the subject of the president’s address 


by Rod Maclean, assistant vice presi- § 


dent, Union Bank & Trust Co., Los An- 
geles, at the luncheon session. At the 
afternoon clinic sessions delegates will 
find solutions for their public relations 
problems in the experience of the lead- 
ers and others in attendance. Simultan- 
eous clinics on various subjects may be 
visited at the convenience of the dele- 
gates. 


At the evening dinner meeting an 
expert from outside the banking pro- 
fession will apply his public relations 
experience to banking. 


FPRA Regional meetings are open to 
members and non-members. Further in- 
formation can be obtained by writing 
the Association at 231 S. LaSalle St., 
Chicago 4. 
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= Books 
theme 
Meet. #13th Institute on Federal Taxation 
Public § (N.Y.U.) 
(M Matthew Bender & Co., Albany 1, N. Y. 1326 
ay Bop. $25. 
3oston 
Treasure houses of tax information 
panel . 
meet. Me" these annual proceedings of New 
‘ ‘york University’s pioneering Institute. 
” _ The current volume has been awaited 
vites, with more than usual interest because of 
istom- Hine new Code. Its quality is a fitting 


fit. tribute to the late J. K. Lasser who gave 
birth to the Institute idea. 


— Compressed within the covers of this 
PY @ Bok are the brains of some hundred of 
erated 


the country’s outstanding tax experts; 
to list them all would be impracticable, 
toname a few would do injustice to the 
others. Nor is it possible here to give 
more than a highlight of the contents. 
There are a dozen main heads within 
which are grouped a series of discussions 
on specific aspects of the subject. These 
are Tax Problems of the Individual, Of- 
fice Procedures and Machines, Corporate 
Problems — Distributions and Liquida- 
tions, Partnerships, Trial of Fraud Case, 
Accounting Changes — Depreciation, 
Practice and Procedure, Capital Gains 
and Basis, Compensation Problems — 
Pensions and Profit Sharing and De- 
ferred Compensation and Stock Options, 
and Estate Planning. 
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x dol. § In the last named category are the fol- 
press lowing topics: Income Tax Problems of 
soni Estates and of Trusts and of Life Insur- 
ance, Income Taxation of Clifford Type 
ag Trusts, How to Treat Gifts to Minors, 
Charitable Gifts to Foundations, Gifts of 
; = @Life Insurance by the Insured, Income 
will Band Estate Taxation of Annuities, Tax 
idress Consequences of Joint Tenancies, Effect 
presi- Bof Property Settlements Incident to 
s An- BDivorce, Provision for Stock Redemp- 
t the Btion as an Aspect of Estate Planning, 
; will Death Tax Treaties: A Comparison of 
wii Basic Provisions. 
lead- § With this powerful lineup, can anyone 
ultan- | Wstion the value of this volume? 
ma i Trusts, Cases and Text 
GEORGE L. CLARK. Bobbs-Merrill Co., In- 
dianapolis 7, Ind. 570 pp. $7.50. 
g an Here is, to this reviewer’s knowledge, 
pro- @ unique law school book. It represents 
ecaiad Dr. Clark’s answer to what he describes 
as the growing dissatisfaction with the 
case method of teaching. Roughly the 
- first 75% of the volume is devoted to 
: Cases with the remainder in text form 
er im Ffollowing the same basis breakdown of 
riting fF subject matter. The two sections are 
e St., Balso published separately for those who 
may prefer a different collection of de- 
cisions, It is the author’s hope — reason- 
ably realizable — that his form of pre- 
rATES & Apri, 1955 


CURRENT LITERATURE NOTES 


sentation will prove not only practical 
in the classroom but more useful as a 
reference source after graduation. 


You, Your Heirs and Your Estate 


GEORGE BYRON GORDON. 
Business Planning, Inc., 2 W. 
York 11. 134 pp. $12.50. 


Institute for 
13th St., New 


This is a 1954-Code-required revised 
edition of a work first published in 1952. 
What we wrote about it then can be 
underscored now on the basis of proven 
utility. Although apparently addressed 
to the estate owner, it is at once a hand- 
book for the estate planner. 


Mr. Gordon’s approach to estate plan- 
ning is based on the premise that people 
are the most important element in the 
process. The first two of his six under- 
lying principles deal, therefore, with peo- 
ple: (1) the needs of those who are to 
benefit from the estate are paramount; 
(2) the beneficiaries must be properly 
conditioned or trained to receive the 
greatest possible benefit. 


The following three principles concern 
property: (3) the true measurement of 
assets is not net worth but income-pro- 
ducing power; (4) investments should be 
divided between fixed-dollar obligations 
and equities; (5) self-liquidating invest- 
ments assuring distribution of principal 
and interest over a selected period of 
time should be utilized to put a stop-loss 
on capital invasion. 


Finally, (6) unnecessary taxes must 
be eliminated through all legitimate 
methods. Discussed here are some of the 
traditional methods of tax reduction as 
well as some uncommon suggestions. 

Checklists and analysis forms increase 
the practical value of this monograph. 


Perpetuities and Other Restraints 


WILLIAM F. FRATCHER. University of 
Michigan, Ann Arbor. 728 pp. $12.50. 


Professor Lewis Simes’ foreword an- 
swers the question: why another treatise 
on the rule against perpetuities when 
so much has already been written on the 
subject? The answer lies in the need for 
exhaustive treatment of the law of a 
particular jurisdiction — here, Michigan. 
But one should hasten to add that Pro- 
fessor Fratcher’s tome has substantial 
value beyond the borders of that state, 
for in order to evaluate the Michigan 
statutory rules — to which he devotes 
less than 25% of the book — his re- 
search has taken him into the traditional 
background of English common law as 
well as the law in other American juris- 
dictions. 


The author is an intensive and careful 
student of the law. His contributions to 
clear analysis of this complex subject 


will be welcome by practitioner as well 
as student. 


Public Relations as a Management 
Function in Chicago Area Com- 


panies 

DOUGLAS LYKE. Public Relations Society of 

America, 2 W. 46th St., New York 36. 1954. 

107 pp. $2.00. 

This study is based on questionnaires 
sent to 450 companies and detailed case 
studies of 10 public relations depart- 
ments, and contains important new in- 
formation as to the organization of PR 
departments, the personnel employed 
(both directors and their subordinates). 
Actual activities are reported rather 
than theoretical ideal situations. The re- 
port in this sense is mainly quantitative, 
with little attempt to offer qualitative 
judgements on the progress presented. 


The book is well organized, contains 
numerous charts and summaries, and is 
particularly valuable for the frankness 
and detail of the 10 anonymous case 
studies. Among the conclusions reached 
by the author: most PR departments are 
small; PR subordinates are considerably 
younger than their respective directors, 
are receiving more formal education, but 
are not products of PR courses in college; 
the most important of 16 “publics” are the 
employees and the customers; PR in the 
Chicago area is a top management func- 
tion (65% of 25 PR directors are part 
of top management group, 68% of DPR’s 
report directly to the president. 


SUPPLEMENTS 


The following supplements to standard 
treatises have been published: 


Bogert on Trusts and Trustees (Ver- 
non Law Book Co., Kansas City 6, Mo.). 


Christy & McLean, The Transfer of 
Stock (Baker, Voorhis & Co., 25 Broad 
St., New York 4). 


Murphy, Newkrik & O’Brien, New 
York Domestic Relations Manual with 
Wills, Trusts, Powers of Appointment — 
Supplement by Richard W. Coughlin 
(Newkirk Associates, Inc., 76 Maiden 
Lane, Albany 7, N. Y.). 


Bayly, Tax Manual for Divorce and 
Separation (Newkirk Associates). 


Bayly, Minimizing Taxes on Profes- 
sional Income (Newkirk Associates). 


ARTICLES 


Status of Co-ownership of Property 
under 1954 Code 

EUGENE P. WALSH. Estate Planners Quar- 

terly, March 1955 (485 W. 22 St., New York; 

$10 annually). 

This is a comprehensive analysis of 
the six major forms of co-ownership of 
property with emphasis on the income, 
gift and estate tax consequences, includ- 
ing effects on the marital deduction. The 
important changes brought about by the 
1954 Code in some respects of these forms 
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of ownership make this up-to-date review 
a useful reference source. 


In the same issue of EPQ is an article 
on “Temporary and Controlled Trusts” 
by Henry Cassorte Smith which is writ- 
ten in the style of a memorandum to a 
client interested in creating a term trust. 


Accumulation of Trust Income and 
Gifts to Minors 
CHRISTIAN M. LAURITZEN, II. Chicago 


Bar Record, February 1955 (29 S. LaSalle 
St., Chicago; 50¢). 


Discussed here are some drafting 
problems arising out of the new Code 
provisions relating to accumulation of 
income and gifts to minors. For example, 
a simple trust is defined as one in which 


income is distributed but a distribution 
of principal in a particular year may 
require the trust to be treated as an 
accumulation trust. The traditional trus- 
tee powers may also create difficulties, 
for instance authority to allocaic capital 
gains between income and principal. On 
the subject of trusts for minors, trouble- 
some questions may arise out of direc- 
tions to retain the principal in trust after 
majority, spendthrift clauses, com- 
mingling of funds for several children, 
investment insurance on the beneficiary. 


Contract to Devise or Bequeath as an 
Estate Planning Device 


BERTEL M. SPARKS. Missouri Law Review, 
January 1955 (Columbia, Mo.; $1). 





WHEN GROUND WAS BROKEN 
FOR U.C.L.A. IN WESTWOOD... 


Ceremonies dedicating the new 
location for the University of 
California at Los Angeles on the 
site of the old Wolfskill Rancho 
were conducted October 22, 1927. 
At that time, this Bank had been 
conducting a Trust Service for 
Southern Californians for nearly a 
quarter of a century. 


TRUST DEPARTMENT 


ECURITY- FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Head, Office: Sixth and Spring Sts. 
Telephone MUtual 0211 


Another in the series of articles baseq | 


on a thesis by Professor Sparks (preyj. 
ously noted in this section), this diseyg. 
sion inquires into the social interegi 
served by contracts to devise or dequeath 
and the attorney’s responsibility towar: 
them. A contract to make a will is oftey 
the only legal device available to aged 
persons of modest means who wish ty 
retain ownership until death but seek 
support and companionship in the jp. 
terim. It is likewise a convenient vehicle 
for the care of an infant child. Such 
contracts are also utilized as part of 
antenuptial, divorce and _ separation 
agreements. Once the contract has been 
entered into, much of the existing con. 
fusion could be avoided by analyzing it 
in terms of contract law rather than asa 
testamentary transaction. 


Status of the Marital Deduction 


AUSTIN FLEMING. Taxes, March 1955 (214 

N. Michigan Ave., Chicago 1; 60¢). 

This well known writer 
practical analysis of the 
made by the 1954 Code with respect 
to the marital deduction; namely, the 
qualification of a legal estate with power 
of appointment, and a portion of a single 
trust. The practical and legal difficulties 
involved in life estates indicate that the 
latter should be availed sparingly. Like- 
wise, the complications inherent in a 
single trust arrangement limit its effec- 
tive use. 


gives a most 
two changes 


Two other changes indirectly affect- 
ing the marital deduction deal with the 
credit for property previously taxed and 
the basis for gain or loss. Their effects 
are outlined. Court decisions on the mari- 
tal deduction, including those involving 
life insurance, are reviewed. 


OTHER ARTICLES 
Drafting Disability Clauses, by Keith 
I. Parsons: Illinois Bar Journal, Jan. 
(424 So. Second St., Springfield; $1) 
Pour-Over Wills, by Merritt C. Brag- 
don: Ibid 


Drafting Spendthrift Trust Clauses, 
by Sidney S. Gorham, Jr.: Id., Feb. 


Right of Attorney-Executor to Com- 
pensation for Legal Services, by Henry 
L. Pitts: Ibid. 


What Every Lawyer Should Know 
about Insurance Trusts, by Robert H. 
Clements: Ibid. 


Some Observations on Wills under the 
Indiana Probate Code, by Max Rhein- 
stein: Indiana Law Journal, Winter 
1955 (Bloomington; $1.50) 


Taxation of Commercial and Private 
Annuities under 1954 Code, by Harold 
G. Wren: Mississippi Law Journal, 
March (University, Miss.; $1.50) 

Tax-saving Opportunities in Deferred 
Compensation under New Code, by Rus- 
sell S. Bock: Journal of Taxation, March 
(270 Madison Ave., New York 16; 75¢) 
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FEDERAL TAX NOTES 












SAMUEL J. FOOSANER 





ae Tax Attorney, Newark, New Jersey 
; Seek 
1e in. 
ehicle 
Such 
ir 
a ESTATE TAX property within limited period. Fact that for including wife’s trust in decedent’s 
: been J < Congress allows certain amount of gifts estate is through application of recipro- 
» con. State inheritance tax eee value of to be made without gift tax does not cal trust doctrine. In such case each 
ing it marital deduction. Decedent’s widow imply that these gifts should be consid- spouse would be considered grantor of 
Nn asa elected ageinst will and became entitled ered as having been taxed. Accordingly, trust for his benefit. Doctrine is invoked 
to one-third of estate. Such property it cannot be considered that gift taxes when facts show that decedent trans- 
qualified for marital deduction, but was were “finally determined and paid” with- ferred property in consideration of trust 
1 subject to 270 Pennsylvania inheritance in the meaning of Sec. 812(c) of 1939 being created for his benefit. Second 
jan tax. Commissioner assessed deficiency (oge. Schmidt v. Comm., 9th Cir., Feb. Circuit infers consideration from fact 
reducing marital deduction by amount 47 1955, that trusts are identical and executed 
of inheritance tax attributed to widow’s simultaneously. District Court, however, 
most @ share. Trust for minor son not includible in follows rule of Third Circuit requiring 
anges =e . decedent’s gross estate. Decedent created actual proof of transfer for valuable 
spect HELD: Commissioner sustained. Sec. trust for benefit of minor son, designa- consideration. Since there was no such 
> the 812(e) (1) (E) (i) of 1939 Code provides ting wife and adult son as trustees. proof in this case, Court will not infer 
om for reduction in value of marital deduc- Trustees were given power to accumu- consideration from two separate acts, 
nm = ~ inheritance taxes imposed upon jate or distribute income and/or princi- each in itself a bona fide transaction. 
ulties § widow’s share. This is _applicable to pal for education, care and maintenance McLain v. Jarecki D.C.N.D. Il. Jan. 7 
. the Pennsylvania tax which is not general of beneficiary. Trust was irrevocable. In 1955. ; 
ine fence Coctived, Pecretars cate ther refund suit based on another issue 
elie UE alke sinpiitaneneat cilia’ vallihaebann Commissioner conceded claim for refund Donor of property is not allowed de- 
: but attempted to prove set-off by alleg- quyetion for property previously taxed. 
burden of estate tax upon beneficiary ing that trust was includible in dece- poceg ’ d . . 
ffect- | whose share is subject to tax. Alloca- oni. estate ecedent created trust reserving oe 
h the @ tion is based on gross Federal tax be- . to income. Within 5 years of donor’s 
J and @ fore credit for state taxes. Since inheri- HELD: Refund granted. Commissioner death, trust property was included in 
ffects tance tax is allowed, in full, as credit contends that trust was created to sat- estate of donee who possessed general 
mari. | for Federal estate tax, and widow’s isfy decedent’s legal obligation to sup- POWer of appointment. Tax Court sus- 
ving @ share is not subject to estate tax, her port minor child. Accordingly, he re- tained deficiency disallowing deduction 
inheritance taxes are born by remain- tained enjoyment of trust income for his for property previously taxed. Court 
ing beneficiaries. Tax Court found, how- life. Court held that donor’s intention held that donor cannot be considered 
ever, that widow was directly liable for was to establish “nest egg” for son, ®S having received property subject to 
Keith § inheritance tax imposed upon her share. rather than discharge obligation for estate tax since she was at all times 
Jan. § Accordingly, such taxes serve to reduce support. Trust was irrevocable. Though donor of the property. 
1) marital deduction. Fact that credit for trustees were related, decedent had no HELD: Affirmed. In accordance with 
Brag- | wch taxes will reduce estate taxes authority to control disposition of trust opinion of Tax Court. Ohio National 
apportioned among other beneficiaries income. In fact no distributions were Bank v. Comm., 6th Cir., Feb. 15, 1955. 
isi is immaterial. Estate of Edward V. ever made to son, all income being 
; Babcock, 23 T.C. No. 111, Feb. 18, 1955. accumulated. McCullough v. Granger, Life tunusanee tadictsd ta tesatis 
Com Se aniaiie tate eee P . D.C.W.D. Pa., Jan. 26, 1955. estate to extent he paid premiums. De- 
tenry oa < ee ae ee cedent entered into property settlement 
: previously subject to gift tax unless Reciprocal trust doctrine held to be in 1932 with wife, prior to divorce, 
ss sift tax paid. Decedent received gift inapplicable. Decedent and wife each which provided for his carrying $50,000 
now § from donor in 1946 and died in 1947 in created trusts providing for accumula- life insurance payable to wife. Agree- 
t HL possession of the property. Donor paid tion of income during respective grant- ment restricted his right to change 
no gift tax on transfer, since annual gift y's life with income payable thereafter beneficiaries or exercise incidents of 
r the § ‘x exclusion and lifetime exemption to respective spouse, if surviving. Wife’s ownership. Decedent paid premiums on 
hein- § Were applied against value of gift. De- trust provided for remainder to son and policy. Commissioner assessed _ estate 
inter J cedent’s executor deducted value of gift issue and decedent’s remaindermen were tax deficiency contending that proceeds 
’s property previously taxed. Tax Court daughter and her issue. Commissioner of insurance are includible in gross es- 
ivate | ‘UStained Commissioner’s deficiency hold- assessed estate tax deficiency, contend- tate for tax purposes under Sec. 811(g)- 
arold § ™& that deduction is only allowed where ing that reciprocal trusts were created. (2) of 1939 Code. 
rnal, | ®t tax is finally determined and paid. Accordingly, decedent was considered pace ‘ J 
grantor of trust created by wife in HELD: Commissioner sustained, in 
HELD: Affirmed. Though no prior hich he had life i d t part. Court found that settlement agree- 
rred ff cases on this issue, Court of Appeals Re ee | effectively restricted decedent’s 
Rus- fh neg FIAT ae PP revoke. Executors made claim for re- : . a 
Pproves Commissioner’s position. Theory : right to change beneficiary, surrender or 
larch behind deduction for property previously Sond oh ae borrow on the policy. Decedent possessed 
75¢) taxed is to prevent double taxation of HELD: Refund granted. Only basis reversionary interest and right to pol- 
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icy dividends, but these are not incidents 
of ownership under 1939 Code. Since 
decedent did not possess incidents of 
ownership after January 10, 1941, in- 
surance is includible in gross estate 
only to extent he paid premiums after 
such date under Sec. 404(c) of Rev. Act 
of 1942. For purposes of Sec. 404(c) 
reversionary interest is incident of own- 
ership if exceeding 5% of policy’s value. 
Court specifically found that decedent’s 
interest was less than 5%. Court also 
found that property agreement did not 
effect transfer of insurance for money 
consideration so as to exclude entire 
proceeds from estate. Since insurance 
included in gross estate satisfied an obli- 
gation for which estate would otherwise 
have been liable, a similar amount 
would ordinarily be deductible under 
Sec. 812(b)(4) of 1939 Code. However, 
debt was founded upon agreement and 
no proof was offered showing receipt 
of money consideration. Though agree- 
ment was incorporated in divorce decree, 
obligation was not founded upon such 
decree, since State Court did not have 
power to change valid agreement. Estate 
of Chester H. Bowers, 23 T.C. No. 114, 
Feb. 21, 1955. 


Attorney’s fees in litigating estate 
tax refund are deductible though not 
specifically claimed. Taxpayer filed claim 
for refund of estate taxes, omitting any 
statement regarding concurrent attor- 
ney’s fees. In litigation, taxpayer re- 
quested Court to allow attorney’s fees 
and expenses incurred in prosecuting 
claim. After judgment allowing refund 
was granted, taxpayer petitioned for 
supplemental judgment allowing addi- 
tional estate tax refund based on such 
fees and expenses incurred. Government 
defended petition, contending that tax 
refund cannot be granted unless claim 
for refund is filed stating specific 
grounds. 


HELD: Refund granted. Sec. 3772(a)- 
{1) of 1939 Code requires filing claim 
for refund in accordance with Regula- 
tions. Reg. 105, Secs. 81.96 and 81.34 


provide that deduction for attorney’s 
fees should be claimed at time deficiency 
is contested or refund claim is prose- 
cuted. Taxpayer followed Regulations 
and made prayer for attorney’s fees 
when action was instituted. This action 
is proper since there would be no at- 
torney’s fees unless refund is denied 
and claim is prosecuted. Bohnen v. Har- 
rison, D.C. N.D. Ill, Jan. 12, 1955. 


INCOME TAX 


Estate only taxable on one-half com- 
munity property income during admini- 
stration. Husband and wife were resi- 
dents of Texas, community property 
state. During administration of hus- 
band’s estate, wife reported, on separate 
return, one-half of income from com- 
munity property. Tax Court overruled 
Commissioner’s deficiency which attrib- 
uted income entirely to estate and held 
that one-half of income was properly re- 
portable by widow. Commissioner ap- 
pealed. 


HELD: Affirmed. Though property 
was under control of executors during 
administration, widow had right to her 
share of income. Such income was actu- 
ally paid to widow and cannot be attrib- 
uted to estate. Sneed v. Comm., 5th Cir., 
March 11, 1955. 


Basis of appreciated stock distributed 
to trust beneficiary was equal to his 
claim against trust. Father created, dur- 
ing life, trust providing that one-fifth 
of accumulated income be distributed to 
son upon attaining age 21. Automobile 
business, transferred in trust, was sub- 
sequently incorporated by trustee. Upon 
son attaining 21, trustee distributed 
shares of stock equal in value to one- 
fifth of accumulated earnings. Upon 
subsequent sale of stock, Commissioner 
assessed deficiency contending that basis 
of stock in hands of beneficiary was 
same as basis for trust. Beneficiary had 
computed gain using value of stock on 
distribution as basis for gain or loss. 


HELD: Commissioner overruled. When 
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trust property is distributed in king 
beneficiary takes same basis as trustee, 
However, when property is distributed jy 
satisfaction of money claim, distribution 
is taxable sale or exchange. Beneficiary 
receives property in satisfaction of his 
money claim. Accordingly, son acquired 
basis for gain or loss equal to amount 
of his claim. Claim was equal to one. 
fifth of book value of corporate accum. 
ulated earnings. Lindsay C. Howard, 23 
T.C. No. 121, March 10, 1955. 


REVENUE RULINGS 


Income Tax: Trust distribution ip 
kind is not taxable to beneficiary or 
trustees. Decedent’s will created trust 
providing for distribution of one quarter 
of principal when beneficiary attained 
designated age. Trustees have right to 
value property and to make distribution 
in kind or in undivided interests. Trus- 
tees propose to distribute securities 
which have appreciated in value since 
decedent’s death. 


Service rules that such distribution 
will not result in taxable income to 
trustees or beneficiary. Basis of property 
in hands of beneficiary will be its value 
at decedent’s death, not present value, 
Sec. 22(b)(3) of 1939 Code provides that 
property received by bequest is not 
taxable income. Where appreciated se- 
curities are distributed in satisfaction 
of pecuniary legacy, trustee is consid- 
ered as having earned income to the 
extent of appreciation. Distribution is 
considered as sale or exchange of prop- 
erty in satisfaction of obligation. How- 
ever, partial distribution of trust prin- 
cipal is not taxable since not satisfying 
definite obligation. Rev. Rul. 55-117, 
I.R.B. 1955-10, p. 7. 


Income Tax: Sale of widow’s partner- 
ship interest does not terminate part- 
nership. Widow was bequeathed one-half 
partnership interest by husband. She 
then sold interest to son for valuable 
consideration. 


Service rules that such sale does not 
terminate partnership for income oF 
employment tax purposes. Prior ruling 
held that change of partnership result- 
ing from death, substitution or addition 
of partner does not cause termination if 
partnership business continues. This 
would apply where estate of deceased 
partner operates decedent’s one-half in- 
terest. Accordingly, sale of interest by 
widow to son constitutes substitution of 
partner and does not, of itself, cause 
termination. Service notes that these 
rulings need not be applied to changes 





that occurred prior to January 1, 1954. f 


Rev. Rul. 55-93, I.R.B. 1955-8, p. 17. 


Estate Tax: 
benefits are not subject to estate tax. 
Service rules that death benefits payable 
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mder Sec. 202(i) of Social Security 
Act, as amended, are not subject to 
estate tax. Payments are made to widow 
or widower or if not surviving to such 
persons as are equitably entitled. Since 
decedent has no control over designa- 
tion of beneficiary or amount of pay- 
ment nor any property interest in the 
fund, there is no basis upon which such 
payment can be included in decedent’s 
gross estate. Rey. Rul. 55-87, I.R.B. 
1955-8, p. 6. 


Estate and Gift Tax: Excise taxes 
considered in valuation of property for 
estate and gift tax purposes. Service 
rules that excise taxes on furs, jewelry 
and similarly taxed personalty should 
be considered in valuation for estate and 
gift tax purposes. Fair market value is 
price willing buyer will pay. Since cost 
is relevant factor in determining value 
and excise taxes will tend to increase 
the selling price to willing buyer, excise 
taxes should be considered in valuation. 
Rev. Rul. 55-71, I.R.B. 1955-7, p. 8. 


Income Tax: Charitable donation by 
trustees not deductible. Decedent’s will 
created trust providing for payment of 
income to wife and daughter. Trustees 
were given discretion to terminate trust 
at any time and distribute income and 
corpus to charities. Trustees distributed 
part of trust income to charity. 


Service rules that no charitable deduc- 
tion can be taken by trust under Sec. 
162(a) of 1939 Code. Charitable distrib- 
ution was not made in accordance with 
terms of trust since trustees had not 
terminated trust. Until such termination, 
income could only be distributed to wife 
and daughter. Rev. Rul. 55-92, LR.B. 
1955-8, p. 17. 


Income Tax: Income paid to charities 


F pursuant to will contest settlement is not 
| deductible by estate. Decedent left two 
| wills designating different beneficiaries 
' of his estate. Charity was residuary 


legatee under first will. Probate of sec- 


ond will was contested and settlement 
was reached. Settlement provided for 


probate of second will except residue 
was to include net income of estate pay- 
able to parties to agreement. In accord- 
ance with agreement substantial income 
was paid to charities. 


Service rules that estate is not entitled 
to deduct payments to charities from 
income under Sec. 162(a) of 1939 Code. 
Since charities challenged will on basis 
of being legatees, will settlement will 


control characterization of payments. 
| Since agreement did not specifically 
Provide for income payments to chari- 
| ties, money received is considered pecu- 


nary legacy and not satisfaction of 
claim for income. Rev. Rul. 55-122, I.R.B. 
1955-10, p. 17. 
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Income Tax: Estate redeemed stock and is property right includible in gross 
of corporation reorganized after dece- estate. Fact that valuation of unsettled 
dent’s death. Decedent’s stock in corpo- claims is difficult does not exempt such 
ration constituted 35% of value of gross rights from taxation. Where optional 
estate. In accordance with Sec. 115(g)- valuation date is elected and fees are 
(3) of 1939 Code, estate redeemed suf- collected within year after death, this 
ficient shares to pay estate and inheri- constitutes disposition of property in- 
tance taxes. Under Sec. 115(g)(3), re- terest and amount actually received is 
demption was not essentially equivalent includible in gross estate. Rev. Rul. 
to a dividend. Corporation was then re- 55-123, I.R.B. 1955-10, p. 18. 
organized and decedent’s estate received 
stock of new corporation. In order to Estate Tax: Taxability of non-resi- 
pay estate tax deficiency, estate re- dent for deposits in state mutual savings 
deemed shares of stock of new corpora- bank. Under Sec. 2105 of 1954 Code, 
tion. funds deposited by a non-resident, not 

Service rules that any gain or loss on doing business within the United States, 
redemption will be treated as capital with persons carrying on a banking 
gain or loss. Stock redeemed qualified >USiness are not property within the 
under Sec. 115(g¢)(3) as to value, amount United States for estate tax purposes. 
redeemed and time limitation. Though 


stock of new corporation was not In- savings banks are considered persons 


cluded in decedent’s estate, it was carrying on a banking business within 
treated as the same. This was based a 


eal Sec. 2105 of Code. Depositors are not 
on fact that reorganization only changed eonsidered shareholders or members of 
name, state of incorporation and num- 


: banks, rather a debtor-creditor relation- 
ber of shares outstanding of old corpo- ship exists. Depositors have no voice in 
ration. Rev. Rul. 55-91, I.R.B. 1955-8, management of the bank. Thus, funds 
p. 15. on deposit by non-resident are exempt 

Estate Tax: Redemption of Treasury from estate tax and interest thereon is 
Bonds to pay estate taxes. Issue of Treas- "°F considered as income within the 
ury Bonds of March 15, 1955 at 3% due United States. Ruling will apply to 
February 15, 1955 will be exchanged for banks similarly organized in other states. 
2%% Treasury Bonds due 1960, called Rev. Rul. 54-623, I.R.B. 1954-52, p. 7. 
for redemption on March 15, 1955. Such 


Treasury Bonds will be redeemed at d wig ce a ae i rere 
par plus accrued interest if owned by — a — tate 


decedent at his death, included in his savings and loan associations. Service 
rules that funds on deposit with Federal 
ury is authorized to apply redemption ann Sinte novinge aan wan remirauneng 
proceeds to payment of Federal estate by non-residents, not doing business in 
taxes. Treas. Dept. Cire. No. 956, Feb. the United States, ores subject to estate 
1. 1955. tax. These associations do not have 
P strict debtor-creditor relationship. De- 

Estate Tax: Attorney’s right to con- positors have voice in management and 
tingent fees is includible in his gross share in assets upon dissolution. Ac- 
estate. Service rules that attorney en- cordingly, depositors possess proprie- 
gaged on a contingent fee basis under’ tary interest rather than creditor inter- 
state laws has right to reasonable value est and association is not considered 
for his services if death occurs prior to carrying on a banking business within 
disposition of the case. This right is Sec. 2105 of 1954 Code. Rev. Rul. 54-624, 
chose in action in hands of executors I.R.B. 1954-52, p. 10. 
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State Legislation Affecting 
Trusts and Estates 


ARKANSAS 


Act 121: Adopts prudent man rule of 
investment for trustees, guardians and 
personal representatives. 


GEORGIA 


H.B. 107: Amends provisions on bar- 
ring dower, to require 30 days’ notice 
of sale by executor or administrator and 
latter’s affidavit to that effect, which is 
to be attached to deed. 


H.B. 109: Bars widow’s right to year’s 
support if she dies or remarries prior to 
setting up of such support, or dies after 
12 months from husband’s death and 
before filing application for support. 


Act 104: Increases maximum deposit 
which bank may pay to family of de- 
ceased depositor from $600 to $1,000. 


Act 120: Repeals statute making Turn- 
pike Authority bonds legal for fiduciary 
investment. 

Act 175: Authorizes fiduciary invest- 
ment in bonds of urban redevelopment 
agencies and housing authorities insured 
by Federal government. 

MASSACHUSETTS 

Ch. 63: Reduces from $4,000 to $500 
minimum participation in common trust 
fund which may be taken by inter vivos 


trust created after establishment of com- 
mon fund. 


MONTANA 


Ch. 173: Sets forth persons, institu- 
tions and political units to whom devises 
and bequests may be made. 


NEBRASKA 


L.B. 93: Revises anti-lapse statute to 
apply to devises and legacies to any 
relation of testator rather than, as for- 
merly expressed, adopted children and 
blood relatives within fourth degree. 


L.B. 178: Requires guardians to make 
investments in accordance with current 
law and subject to approval of county 
court. 


NEVADA 


Uniform Common Trust Fund Act 
adopted. 


NEW HAMPSHIRE 


Ch. 20: Authorizes probate judge to 
waive sureties on bond of trustee for 
estates of $5,000 or less. 


NEW YORK 


Chs. 57 & 59: Amends statutes govern- 
ing suspension of powers of trustees in 
military or naval or marine service to 
substitute term “armed forces.” 


Ch. 64: Eliminates requirement of 
Surrogate’s Court Act, rarely complied 
with, that vouchers be filed with accounts 
of executors and trustees. 


NORTH CAROLINA 


H.B. 60: Permits beneficiary under 
holographic will to testify on proof of 
will without voiding benefits to him; pro- 
vides that otherwise valid holographic 
will shall not be invalidated by presence 
of matter not in testator’s handwriting 
and not affecting meaning of his words. 
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NorRTH DAKOTA 


H.B. 778: Revises provision Setting 
apart entire estate to surviving spouse oy 
children where estate does not exceed 
$2,500, to make that limit determinable 
after payment of expenses of last illness 
funeral expenses and expenses of ad. 
ministration, 

S.B. 93: Makes minor word changes 
in provisions relating to purposes for 
which trusts may be created. 

S.B. 217: Extends to personal repre. 
sentative of owner of homestead the 
privilege of applying to court to sell, 
convey or mortgage same where spouse 
of owner is insane. 


OREGON 


Ch. 69: Permits will to be made by per. 
son under 21 if lawfully married or a 


mother who has adopted her illegitimate 
child. 


SoutH DAKOTA 


H.B. 894: Makes law relating to revo- 
cation of will by virtue of subsequent 
marriage uniform as to husband and 
wife. 


S.B. 100: Validates certain defective 
notices of hearing on application to pro- 
bate will prior to effective date of law 
(Feb. 23, 1955). 

S.B. 320: Exempts employee trusts 
from rule against perpetuities. 


VERMONT 


H.B. 2: Increases amount of intestate 
estate which surviving spouse may take 
in absence of issue from $4,000 to $8,000 
and half the remainder. 


WASHINGTON 


H.B. 2: Increases amount of intestate 
appointment. 

Ch. 18: Provides (a) joint deposits in 
mutual savings banks payable to either 
or survivor may be paid to either or 
survivor and bank is discharged; (b) 
trust deposits in name of minor may be 
paid to him and receipt therefor is valid; 
(c) if balance in individual account does 
not exceed $500 and no personal repre- 
sentative has been appointed for de- 
ceased depositor, bank may pay to widow, 
next of kin, funeral director or other 
creditor. 


WYOMING 


Uniform Common Trust Fund Act 
adopted. 
Bk Oo 


To Recopiry NEw YorK BANKING LAW 


The recently adjourned New York State 
Legislature authorized the creation of a 
joint committee to consider recodifica- 
tion of the Banking Law, the first com- 
plete revision in forty years. The move 
has the endorsement of the State Banking 
Department and banking and loan asso- 
ciations. 
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RECENT FIDUCIARY DECISIONS 


ACCOUNTING — Court — Objection 
Not Interposed or Litigated in 
Prior Accounting is not Barred in 
Subsequent Accounting 


New York—Surrogate’s Court, New York Co. 
Matter of Diaz-Albertini, N.Y.L.J., March 23, 
1955. 

The final order settling a prior inter- 
mediate account determined that the 
testator’s son was survived by two chil- 
dren and that as his only issue they 
were entitled to share the trust income 
equally pursuant to the will—and sub- 
stantial income payments to them were 
shown in the account. There were no 
objections to the account. 


In a proceeding to settle the account 
of the same trust for a _ subsequent 
period, one income beneficiary objected 
to the payment of income to the other, 
claiming that he was the only issue of 
the testator’s son. 


HELD: The final decree in the prior 
accounting proceeding is not a bar to an 
objection in a subsequent accounting pro- 
ceeding for the same trust if the objec- 
tion was not made or litigated in the 
prior proceeding. 


CHARITABLE ‘TRUSTS Attorney 
General’s Refusal to Sue Trustee 
for Alleged Breach of Trust is not 
Reviewable by Court 


Massachusetts—Supreme Judicial Court 


Ames v. Attorney General, 1955 A.S. 111— 


Feb. 11, 1955. 
The Arnold Arboretum was set up un- 
der a deed of trust in 1872, with Harvard 


College as the trustee. From time to time 
other donors added to the fund. With 


s an endowment of $5,000,000 it maintains 


the Arboretum in Boston, with a large 
collection of trees and shrubs, a large 
botanical and horticultural library and 
a large herbarium. It was planning to 
move the major portion of the botanical 
library and the herbarium to Cambridge 
to be set up in connection with the botan- 
ical department of the University. 


A number of citizens, some of them 
donors to the Arboretum, objected, claim- 
ing it would injure the prestige of the 
Arboretum and was a breach of trust. 
They asked the Attorney Generai to let 
them bring proceedings in his name to 
prevent the move, but he refused, on the 
ground that he saw no objection to what 
was being done. 


The proceedings in this case were a 
Petition for a writ of mandamus and a 
writ of certiorari to compel the Attorney 
General to grant the petitioners a proper 
hearing and to reconsider his refusal. 
The College demurred. 


Aprit 1955 


HELD: Demurrers sustained. The At- 
torney General’s decision was a purely 
executive decision which is not review- 
able in a court of justice. 


CHARITABLE TRUSTS — Bequest to 
Build Altar in Memory of Testator 
Held Charitable — Cy Pres Not 
Applied Prematurely 


Massachusetts—Supreme Judicial Court 
Mackey v. Bowen, 1955 A.S. 29—Feb. 3, 1955. 


The will gave the residue (about 
$40,000) to the “Church of the Infant 
Jesus of Brookline — for the purpose of 


erecting an altar to my memory and 
that of my wife, my father and mother, 
brothers and sisters.” The title to the 
church property was in the Roman 
Catholic Archbishop of Boston, a corpora- 
tion sole. The church was a small, tem- 
porary one, built as an offshoot from 
another parish, and the intention was 
to replace it with a larger church, a fact 
which the testator knew and favored. 


The executors filed a petition for in- 
structions. The evidence showed that the 
cost of an altar might be small or large, 
according to the funds available. The 
will contained a clause stating that the 
testator purposely gave nothing to his 
relatives. The heirs claimed that the case 
should be remanded to the probate court 
to see if the corporation sole would ac- 
cept the gift and what the altar would 
cost, the surplus, if any, over the cost, 
or the whole if the gift was not accepted, 
to be distributed among the heirs. 


HELD: The gift was a valid charitable 
gift, notwithstanding it was intended as 
a memorial. Acceptance of a legacy is 
presumed until unequivocal renurciation. 
In this case the answer of the Arch- 
bishop showed that it would be accepted. 

There was no occasion for an order for 
cy pres at the present time. That question 


would arise, if it appeared that all the 
money was not spent for the altar. It 
would not be difficult to discover a gen- 
eral charitable intent where the testator 
expressly excluded his relatives. 


While executors are entitled to in- 
struction, it is only as to their present 
duties. In this case, if the legatee accepts, 
they should pay the legacy to it, with no 
concern as to future contingencies. The 
due application of funds given to a public 
charity is a function of the attorney 
general. 


CHARITABLE TRUSTS — Cy Pres Doc- 
trine Applied Where Named Insti- 
tution Never Existed 


Georgia—Supreme Court 

Creech v. Scottish Rite Hospital for Children, 

211 Ga. 195. 

Devise was to “Masonic Hospital of 
Georgia, for tubercular children.” Ex- 
ecutor asked for direction. He alleged 
that the Hospital named in the will did 
not then exist, if it ever had. He prayed 
that the devise be declared charitable 
and the cy pres doctrine be applied. Cer- 
tain heirs pleaded that the devise lapsed 
and that they became entitled. The trial 
court struck their pleadings. 


HELD: Affirmed. While a hospital is 
not per se a subject of charity as de- 
fined in Code § 108-203, and depends upon 
the service given as to whether or not 
it is a subject of charity, nevertheless 
the devise “to the Masonic Hospital of 
Georgia, for tubercular children” is a 
charitable bequest within the meaning 
of the provisions of that section, to wit, 
“other similar subjects, having for their 
object the relief of human suffering or 
the promotion of human civilization.” 
The legacy here was not intended for 
the benefit of any particular institution, 
but for tubercular children as a class 
with the particular hospital named to 
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perform the office of trustee. Even 
though the charitable institution named 
never existed, the purpose and object for 
which the trust was created still exists 
and the legacy does not lapse, and the 
cy pres doctrine applies. Therefore, the 
heirs at law of the testator had no in- 
terest in the bequest. 


CoMMON TRUST FuNDsS — Losses on 
Redemption of Bonds Not Amor- 
tized 


New York—Surrogate’s Court, New York Co. 


Matter of Bankers Trust Co. (Legal Common 
Trust Fund B), N.Y.L.J., March 14. 1955. 


The trustee of a common trust fund 
redeemed U. S. Savings Bonds, Series 
G at less than their face value and 
charged the loss wholly to principal. The 
Plan provided that premiums paid on the 
purchase of investments were not to be 
amortized. Principal beneficiaries con- 
tended loss should be charged to income. 


HELD: The loss is chargeable to prin- 
cipal because the provision against 
amortization in a common trust fund 
is a reasonable regulation to prevent 
complexities that would impair the use- 
fulness of the plan. 


COMPENSATION — Attorneys’ Fees 
Allowed Out of Trust Despite Loss 
of Suit 


Texas—Court of Civil Appeals 


American National Bank of Beaumont v. Biggs, 


274 S.W. (2d) 209. 


The two trustees were among the life 
income beneficiaries of the trust. Coun- 
sel advised them that under the am- 
biguous terms of the instrument oil 
royalties under an oil and gas lease were 
income. The same attorneys were em- 


ployed to defend the trustees in a suit 
brought by the remaindermen whose con- 
tention that the royalties belonged to 
principal was upheld by the Supreme 
Court of Texas. (Mitchell v. Mitchell, 151 
Tex. 1, 244 S.W. 2d 808). 


Acting under directions from the 
Supreme Court, the trial court in the 
Mitchell case appointed the bank as an 
additional co-trustee and stated that it 
retained “continuing jurisdiction . 
over the administration of the trust 
estate” and that the trustees could apply 
to such Court for any other necessary 
orders. Before the bank qualified as a 
co-trustee, the two original trustees, by 
their attorneys, applied to the Court 
for an order allowing them reasonable 
attorneys’ fees from the trust estate. 
There were no other parties to such 
motion, nor was any notice issued. The 
Court ordered payment of fees from the 
impounded funds representing royalties 
— a part of the corpus of the trust estate 
under the decision of the Supreme Court. 


After qualifying as co-trustee, the 
bank brought this suit against the at- 
torneys, the other trustees, and the bene- 
ficiaries of the trust, contending that the 
order allowing attorneys’ fees was void 
or voidable, due to lack of necessary 
parties (beneficiaries), and that its 
validity was in dispute. The Trial Court 
decreed such order to be valid and to 
be binding upon the trustees and bene- 
ficiaries. 


HELD: Affirmed. Trustees do not have 
to depend upon the rule that a benefit 
must be conferred upon the trust estate 
by construction of an ambiguous will be- 
fore they will be allowed reasonable at- 
torneys’ fees. Here the suit was primarily 
for return of royalties to corpus and 
only secondarily for construction of the 
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will. Further, the trustees had no affirma. 
tive duty to apply to the courts for ¢op. 
struction of the will prior to acting unde; 
it; such ruling rebuts dicta to the ¢op. 
trary in Thornton v. Zea, 39 S.W. 595, 
597, Tex. Civ. App. (1897). 


The trustees acted in good faith anq 
on reasonable grounds, upon the advice 
of counsel construing an ambiguous will, 
and they were justified in resisting re. 
maindermen’s demands that they ad. 
minister the trust in a different way, and 
therefore were entitled to their attorneys’ 
fees from the trust estate, without regard 
to whether the suit was won or lost. 


On rehearing, the court reached these 
conclusions: 


(1) The order issued by the trial 
court in the Mitchell case was not a suit 
or action; therefore Sections 19 and 24 
of the Texas Trust Act, Article 7425b, 
Texas Civil Statutes, do not apply. All 
necessary parties to the proceeding were 
present in court. However, the court says 
that such holding is immaterial since the 
judgment of the lower court now under 
review affirms such order, and such judg. 
ment was rendered in an independent 
suit with all proper parties joined. 


(2) The order itself did not bind the 
trust beneficiaries as a final judgment 
would; however, an ex parte order al- 
lowing a claim against and payable out 
of the Mitchell Trust “does not neces- 
sarily bar the beneficiaries” under the 
principle of res judicata, but upon con- 
test by a beneficiary, it must stand on its 
merits. 


(3) Appointment of a person as guar- 
dian ad litem in one suit does not author- 
ize his appearance in that capacity in 
another suit. 


COMPENSATION — Fees of Attorneys 
for Beneficiaries Not Allowed Out 
of Trust Fund 


California—District Court of Appeal 
Estate of Witting, 130 A.C.A. 615 (Jan. 31. 
1955). 4 
In 1942 the trustee petitioned the 

court for instructions relative to sale of 

securities and reinvestment of the funds, 
stating that certain oil stock was closely 
held and not readily salable. The court, 
on beneficiaries’ objection, did not order 

sale. The oil stock at that time had 4 

total value of some $22,000. It was sold 

in 1951 for $246,000. 


The life beneficiaries filed a petition 
asking payment of $12,500 to the at- 
torney who had represented them in the 
1942 hearings. The lower court found the 
services rendered by him were performed 
solely on behalf of the beneficiaries; that 
the increase in value of the stock was 
due solely to conditions and events be- 
yond the control of beneficiaries or their 
attorney. Attorney’s fees were disal- 
lowed. 


HELD: Affirmed. There was no show- 
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ing that the objections prevented the 
1942 sale since the order for sale may 
ave been refused because of other un- 
jsclosed reasons. 






NOTE: The point of the case is that 
sppellants failed to prove that the at- 
rney’s services were responsible for 
the benefit to the estate which accrued 
by reason of the great increase in value 
of the shares. 










Costs — Deduction of Administra- 
tion Expenses from Income Tax 
Does not Deprive Trust Corpus of 
Credit for Estate Tax Saving 


New York—Surrogate’s Court. New York Co. 
Matter of Warms, N.Y.L.J.; March 7, 1955. 










The executor took administration ex- 
penses as deductions on the federal fidu- 
ciary income tax return. The will di- 
rected payment of estate taxes out of 
the residue. Objecting to the executor’s 
account, a remainderman contended al- 
ternatively that (1) the administration 
expenses should be charged to income 
rather than principal in the account be- 
cause they were charged to income for 
the purpose of computing income taxes 
or (2) the corpus of the trust should be 
credited with the tax saving which 
would have resulted if the administra- 
tion expenses had been deducted from 
principal on the federal estate tax re- 
turn. 


HELD: 1. The deduction of admini- 
stration expenses from taxable income 
for the purpose of computing income 
taxes does not change the New York 
rule that such expenses are payable 
from principal. 


2. The corpus of the trust should be 
credited with the amount of the tax sav- 
ings which would have been obtained if 
the administration expenses had been 
deducted on the federal estate tax re- 
tun. The option under the Internal 
Revenue Code, to take such expenses 
either as estate tax deductions or income 
tax deductions, should not be exercised 
to the detriment of remaindermen while 
benefiting income beneficiaries. 




































DISTRIBUTION — Son Omitted from 
Will Entitled to Intestate Share 


Wisconsin—Supreme Court 
In re Mattes’ Will, 68 N.W. (2d) 18. 







Testator bequeathed his entire 
other than two small bequests, to his 
wife. He had a son by a former marri- 
age who filed objection to probate, one 
of the grounds being that the testator 
mitted to provide for him and that such 
Mission was not intentional but was 
made by mistake or accident. The will 
Was drafted on a printed form. The 
draftsman was not advised by the testa- 
tor that he had a son. The estate con- 
sisted of real property appraised at 


estate, 
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$11,000, personal property appraised at 





$173,378, jointly owned real estate of 
$5,000, and jointly owned personal prop- 
erty having a gross value of $47,656. 
The evidence tended to show that there 
existed between the testator and his son 
a strong bond of mutual affection and 
regard, and that he thought that he had 
provided for his son. It was also estab- 
lished that, after signing his will, the 
testator placed the best securities he 
owned, representing a substantial sum 
of money, in joint tenancy with his wife. 

The trial court admitted the will to 
probate, “subject to the son having the 
same share in the estate of the deceased 
as if he had died intestate, as provided 
in Section 238.10 Stats,” which provides 
“When any testator shall omit to pro- 
vide in his will for his children or for 
the issue of deceased child, and it shall 
appear that such omission was not in- 
tentional but was made by mistake or 
accident, such child or the issue of such 
child shall have the same share in the 
estate of the testator as if he had died 
intestate.” 


HELD: Affirmed. The quoted statute 
was not designed to diminish the right 
of one to dispose of his property by will; 
its purpose is to protect the interest of 
a child who, by his parent’s failure 
through accident or inadvertence, has 
not been provided for. The will still 
stands but the pretermitted child takes 
as if the testator had left no will. 


The underlying question is whether the 
testator’s omission to provide for his 
son was intentional or accidental. The 
burden of proof is on the contestant. 
The trial court determined that he had 
met that burden. This court may not set 
aside the findings of ultimate fact, un- 





less they are contrary to the great weight 
of the evidence. The testimony permits 
of the inference that testator thought 
that he had provided for his son. It is 
most significant that after execution of 
the will the testator placed in the joint 
names of himself and his wife securities 
worth about $45,000. If he supposed that 
he had provided by his will that she 
should have his entire estate, why these 
transactions? If he made the change 
to decrease the amount of state inheri- 
tance tax to be paid or to reduce the 
expense of administration of his estate, 
why did he not place all of his property 
in the joint names? These and the state- 
ments made to witnesses indicate the 
testator was under the erroneous im- 
pression that he had provided for his 


son. 
—Staff Digest 


DISTRIBUTION — Testator’s Notation 
on Will Does Not Defeat Anti- 
Lapse Statute 


Pennsylvania—Supreme Court 
Wright Estate, 380 Pa. 106. 


At the time he wrote his will, testator 
had three sisters living and he gave his 
estate “to-my three sisters.” One of 
them died and at that time, testator 
struck out the word “three” and substi- 
tuted the word “two.” The Register of 
Wills probated the will as if it read “to 
my sisters” on the ground that the can- 
cellation was valid but the insertion was 
not. The deceased sister left a surviving 
child. The Wills Act provides that a 
legacy to a brother or sister shall not 
lapse if the beneficiary leaves issue sur- 
viving in absence of a contrary intent in 
the will. The surviving sisters contended 
that the will showed a contrary intent 
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by the insertion of the word “two.” The 
lower court awarded the estate in equal 
shares to the surviving sisters, exclud- 
ing the child of the deceased sister. The 
child appealed. 


HELD: Reversed. The insertion of the 
word “two” cannot be invalid for the 
purpose of making a testamentary be- 
quest and at the same time be valid to 
show testator’s intent to exclude the 
third sister. It is therefore insufficient 
as extrinsic evidence to defeat the langu- 
age of the will as probated. “My sisters” 
means the two surviving sisters and, by 
reason of the Wills Act, the child of the 
deceased sister. 


Joint TENANCY — Tenant by En- 
tirety May Convey Interest Direct- 
ly to Other Spouse 


Massachusetts—Supreme Judicial Court 
Hale v. Hale, 1955 A.S. 221; March 3, 1955. 


A husband and wife owned real estate 
as tenants by the entirety. In 1940, the 
wife by a quitclaim deed, purporting to 
be acknowledged and duly recorded, con- 
veyed her interest to her husband. In 
1951 they were divorced. Subsequently 
the wife, claiming that her deed was in- 
effective, filed a petition for partition. If 
the deed was ineffective they would have 
remained tenants by the entirety until 
the divorce, which would have changed 
their interests to tenants in common, so 
the wife would be entitled to partition. 


HELD: Either tenant by the entirety 
can convey his or her interest directly to 
the other, so that the deed on its face 
was sufficient to convey the wife’s inter- 
est to her husband. 


JURISDICTION — Decree Construing 
Trust Final — Attorneys’ Fees Al- 
lowed 


California—District Court of Appeal 


Estate of Jones, 130 A.C.A. 239 (Jan. 


1955). 


14, 


On appeal from an order of the Su- 
perior Court, made upon a petition of a 
testamentary trustee for instructions, 


HELD: (1) Where the court in previ- 
ous orders had construed a testamentary 
trust as requiring selection by Old 
Ladies’ Home of women who were to 
benefit from an endowment, court has 
no power to determine that question 
again and to give an instruction that the 
members of the Old Ladies’ Home had 
merely a preferential right. 


(2) A hospital which was a benefici- 
ary was held entitled to allowance of 
attorneys’ fees upon the proceeding for 
instructions, there being an ambiguity 
in the will which it required the court 
proceeding to clarify. 


NOTE: It is believed that the princi- 
ple stated in (1) above, if correct as ap- 
plied to the particular case, would not 


368 


be applicable where circumstances had 
changed after the entry of the prior 
order or decree. Such an order should 
be no more immune to change in the light 
of subsequent and unanticipated condi- 
tions than the order originally estab- 
lishing the testamentary trust. 


LIFE TENANT & REMAINDERMAN — 
Income Beneficiaries Not Entitled 
to Arrearages Out of Principal 


Pennsylvania—Supreme Court 
Elmore Estate, 379 Pa. 155. 


Testator died in 1926. His will directed 
monthly payments were to be made to 
certain relatives for life. He also made 
cash bequests to various individuals and 
charities. After the death of the life 
beneficiaries, the estate was to be dis- 
tributed among charitable institutions. 
The executors were directed to set aside 
a sum large enough to create an in- 
come large enough to pay the income 
“legacies.” The estate was not large 
enough to set aside such a fund and 
also pay the pecuniary legatees. In 292 
Pa. 571, it was decided that the life 
beneficiaries came first and the entire 
estate should be set aside for the pay- 
ment of their monthly payments. The 
income, however, was insufficient for 
this purpose and had to be prorated. 


At the audit of the trustees’ final ac- 
count, the balance for distribution was 
sufficient to pay the pecuniary legacies, 
but the life beneficiaries filed claims for 
arrearages which exceeded the balance. 
The lower court denied these claims on 
the ground that the testator did not in- 
tend the life beneficiaries to be paid 
from principal and that they were 
estopped from claiming the arrearages. 
The pecuniary legatees were awarded 








Wells Fargo Bank of San Francisco was 
awarded a “George Washington Honor 
Medal” from the Freedoms Foundation for 
its popular radio series “Point of Law.” The 
award “for contributions to a better under- 
standing of the American Way of Life during 
1954” was also presented to the Bar Asso- 
ciation of San Francisco, who cooperate in 
authenticating the program. From left to 
right: I. W. Hellman, president, Wells Fargo 
Bank; Michel Lipman, creator and writer of 
the program; Arthur Hull Hayes, vice presi- 
dent CBS in San Francisco; and Burnham 
Enersen, president, Bar Association of San 
Francisco. 


full payment. The life beneficiaries ap- 
pealed. 


HELD: Affirmed on the opinion of the 
lower court. 


LIFE TENANT & REMAINDERMAN — 
Will Created Trust for Residuary 
Legatee 


New Jersey—Superior Court (Ch. Div.) 
Greene v. Schmurak, 111 A. (2d) 520, 


Decedent’s will provided for portion 
of residue to devolve to her daughter, 
her “heirs and assigns forever.” Subse. 
quent paragraph of will provided that 
daughter’s share should be paid in an. 
nuity form, remainder to her children, 
outright. In action for construction of 
will, daughter claimed fee interest. 


HELD: Will created trust for daugh- 
ter’s benefit with remainder outright to 
her children. Prior New Jersey cases 
held that legatee receives fee interest 
where property is given in fee with con- 
flicting gift over. New Jersey R.S. 3A: 
3-16 now provides that gift of fee inter. 
est with gift over of the undisposed 
property does not create absolute inter- 
est. Remainder interest remains effective 
in accordance with testator’s intent. In- 
tent was to create trust for daughter and, 
upon her death, remaining property 
should pass to her children in fee. 


PERPETUITIES — Trust Without Spe- 
cified Term Not Invalid 


Oklahoma—Supreme Court 
Barnes v. Barnes, decided Feb. 15, 1955. 


By holographic will, it was provided 
that one son’s one-third residuary share 
should “be held in trust by” his brother 
“and paid to him Fifty Dollars per month 
until all of his share is paid.” There was 
no other language about the trust. The 
brother, as trustee, took possession of 
one-third of the residuary estate on dis- 
tribution and thereafter made the month- 
ly payments. 


The beneficiary brought an action to 
declare that no trust was created and 
contended that if a trust was declared, 
it was void (1) on account of the rule 
against perpetuities, (2) on account of 
the rue against restraints on alienation, 
(3) by reason of the failure of the 
testator to observe a statutory require- 
ment that the instrument creating the 
trust “shall specify the period of dura- 
tion thereof,” and (4) for vagueness and 
uncertainty. 


HELD: Judgment against beneficiary 
affirmed. The beneficiary obtained a 
vested one-third interest in the testator’s 
residuary estate. The purpose of the 
trust obviously was to provide a method 
whereby the beneficiary would receive 
his share in specified monthly install- 
ments. 


(1) Since the beneficiary’s rights 
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vested immediately, there was no viola- 
jon of the statutory rules against per- 
ytuities (limited to lives in being plus 
yyears); the rule against perpetuities 
sone against remote vesting and vesting 
ere was immediate. 


(2) The suspension of power to alien- 
jie trust corpus is invalid if it extends 
fr a period greater than the continuance 
iflives of persons in being. It was held 
that the purpose of the trust would cease 
upon the beneficiary’s death and the trust 
yould terminate then. Consequently, 
there was no violation of the statute 
wstricting the power of suspension of 
alienation. 


(3) The statute relied on, requiring 
tht any instrument creating a trust 
shall specify the period of duration, was 
passed in 1919 and was intended to cover 
wsiness trusts rather than personal 
trusts. The trust was impliedly limited 
tp the life of the beneficiary. However, 
the 1919 statute was limited by the 
adoption, in 1941, of a comprehensive 
statute dealing with personal or express 
trusts (The Oklahoma Trust Act, 60 
0S. 1951, Sections 175.1 to 175.3). In 
1949, the Legislature amended the 1919 
Act to provide specifically that its appli- 
cation be limited to business trusts and 
not to personal trusts. The creation of 
the trusts satisfied the provisions of the 
(Oklahoma Trust Act and the 1919 Act 
was inapplicable. 


(5) The purpose and terms of the 
trust were clear and there is no reason 
to fear difficulty in administration or 
supervision. 


REAL PROPERTY — Devise to B with 
Direction to Share Income with C 
Does Not Give C Control over 
Lease 


Mississippi—Supreme Court 
Ogle v. Durley, 77 So. (2d) 688. 


A devised to her son, a farm, and by 


fF codicil added: “Since writing my will, 


Ihave reasons for adding this, that after 
all taxes are paid, I want Webber (B) 


| to divide equally the income of the farm 


with (C), his sister, as long as she 
lives.” After A’s death, B rented the farm 
at a rental between $1,300 and $1,500 a 
year, the tenant O agreeing to make 
certain improvements. B at his death 
devised the farm to W, his wife, for life 
with remainder to a niece. 


W rented the farm for five years at 
$1,500 a year to O, O agreeing to build 
a barn at his expense. At the expiration 
of the five year lease W renewed the lease 
for an additional five year term at 
$1,500 a year, O agreeing to keep the 
tenant houses and dwelling houses in good 
Tepair. W was not joined in these leases 
by sister-in-law C, but W did pay to 
C one-half of the rents, less taxes. 


Soon after the renewal lease began, 
C filed suit in Chancery against W and 
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O charging that the annual lease rental 
should be between $3,500 and $5,000, for 
the cancellation of the lease and a 
mandatory injunction compelling W to 
receive and obtain a fair and reasonable 
annual rental for the land. The lower 
court rendered a decree in favor of sister- 
in-law C. On appeal by O, 


HELD: Reversed. B took title to the 
farm in fee, subject only to the division 
of the income after taxes with his sister, 
C, as long as she lives and C’s interest is 
an equitable charge and not a trust or a 
life estate. W, by the will of B, took a 
life estate, subject to the equitable charge 
placed on the land by the will and codicil 
of A. 


W has full dominion over the farm 
during her natural life, with the right 
to lease the property without the burden 
of proving good faith. The burden was 
on C, as beneficiary of the equitable 
charge, to prove actual fraud and her 
claim that W has taken advantage of 
her, which burden she did not sustain. 
There is no fiduciary relationship be- 
tween W and C. The renewal lease is 
valid and binding. 


SPOUSE’S RIGHTS — Widow’s Release 
Bars Rights in Tentative Trusts 


Pennsylvania—Supreme Court 
Iafolla Estate, 380 Pa. 391. 


Testator died in 1951 survived by his 
widow and four children by a prior mar- 
riage. In 1947, he established tentative 
trusts of savings accounts for three of 
his children which accounts had balances 
of about $11,400 at the time of his death. 
His testamentary estate was insignifi- 
cant. The widow executed releases of her 
possible interest in the accounts.and they 
were paid to the children, but subse- 


‘quently, she elected to take against the 


will and to treat the savings=aecourits 
as part of the estate as provided in the 
Estate Act of 1947 which took effect 
January 1, 1948. The widow died in 1952 
and her personal representative contin- 
ued the proceedings. The lower court 
held that the releases extinguished the 
widow’s rights in the savings accounts. 
Her personal representatives appealed. 


Affirmed. The releases were valid and 
effectively barred the widow’s rights in 
the savings account. However,, the court 
pointed out that although the accounts 
were created prior to the effective date 
of the Estates Act and were seemingly 
not affected by it, nevertheless, a tenta- 
tive trust is by its very nature pro- 
visional and requires the death of the 
settlor to effectuate it. It might therefore 
be argued that the Estate Act controls 
tentative trusts established before the 
effective date by settlors who die after 
such date. 


TAXATION — Estate & Inheritance — 
Allocation Between Beneficiaries 
Where Charitable Legatee 


Illinois—Appellate Court 
In re Estate of Ginsberg, 4 Ill. App. (2d) 138. 


Decedent’s will provided that his entire 
estate be given fifty per cent each to a 
tax exempt charity and an individual. 
The will directed that “all estate, in- 
heritance or succession taxes ... be paid 
by the respective legatees, devisees or 
beneficiaries, and . . . not be paid out 
of the residue of (the) estate.” 

A dispute arose between the two lega- 
tees over the question of allocation of 
taxes and the executor petitioned for an 
order of redistribution. 


HELD: All death taxes are payable 
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out of the individual legatee’s share but 
estate income taxes are an administra- 
tion expense to be shared equally by both 
legatees. The will is construed to require 
that each legatee pay the death taxes 
attributed to his share: since the char- 
itable legatee was exempt from Illinois 
inheritance tax and its share was a 
deduction for Federal estate tax pur- 
poses, no death taxes were attributable 
to it. 


The will contained no provision with 
respect to income taxes and so the execu- 
tor’s expense in performing his duty of 
paying income taxes was properly treated 
as a charge against residue. The fact 
that additional income tax would have 
been imposed on the individual legatee, 
but not the charitable legatee, if estate 
income had been distributed was con- 
sidered immaterial to the allocation ques- 
tion. 


TAXATION — Estate & Inheritance — 
Life Estate in Irrevocable Trust 
Created Elsewhere before Dece- 
dent Became Domiciled in State is 
Not Subject to Tax 

Virginia—Supreme Court of Appeals 


Commonwealth v. Morris, decided March 7, 
1955. 


Morris, before becoming domiciled in 
Virginia, created an irrevocable trust in 
intangible personalty with a New York 
bank as trustee to pay the income to 
himself for life, after his death to pay 
the income to his wife during her life- 
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time, and upon her death to divide the 
principal among designated persons. By 
the trust Morris fully divested himself 
of all right, vitle, interest, control, and 
incidents of ownership in the trust 
property. Later, he became domiciled in 
Virginia. Upon his death, Virginia sought 
to impose an inheritance tax upon the 
value of the widow’s life estate in the 
trust. 


HELD: It could not. Virginia levies 
an inheritance tax upon the share of a 
beneficiary “in all property within the 
jurisdiction of this Commonwealth” 
which passes to the beneficiary by any of 
the means set forth in the statute. (Code 
58-152.) However, the retention of the 
life estate did not give Morris such an 
interest in the trust estate as to cause it 
to follow him into this Commonwealth 
when he moved here, as against the stipu- 
lation that upon the execution of the 
trust indenture “he completely and fully 
divested himself of all right, title, inter- 
est, control, or incident of ownership 
of the trust corpus.” 


WILLs — Construction — Bequest of 
“l% of Trust Estate” Held to Dis- 
pose of Entire Remainder 


Missouri—Supreme Court en Banc 


Lutheran Altenheim Soc. of Missouri v. Young- 
house, 275 S.W. (2d) 361. 


Testatrix gave all her personal ef- 
fects to her son, providing that any he 
did not want should go to certain nieces 
and nephews. All the remainder of her 
property she placed in trust for her son 
during his life, and upon his death as 
follows: 


“Fifth: Upon the death of my son, Clar- 
ence, this trust shall cease, and one-half 
(142) ef the trust estate then remaining 
shall go to the Lutheran Altenheim of the 
City of St. Louis, Missouri, and the 
Lutheran Orphans Home, at the present 
time situate at Des Peres, St. Louis County, 
Missouri. Should either organization not 
be in existence at such time, then the in- 
terest hereby bequeathed to it shall go 
and belong to its successor; should there 
be none, then the said trustees, or the 
surviving trustee, shall designate either 
some deserving Orphans Home or some de- 
serving Old Folks Home as beneficiary.” 
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Upon the son’s death, the two Corpora first 
tions mentioned filed suit to try title ¢@ or ir 
certain real estate which had been jg the 1 
in the trust. Nieces and nephews of testa in hi 
trix claimed one-half of it on the groun@ not 


that testatrix died intestate as to one-hal 
of the remainder interest in the trust} 
The trial court held that testatrix jy 
tended each corporation to take one-ha] 


the remainder. 


HELD: Affirmed. There is a presump 
tion that a testator intended to dispoy 
of his entire estate and where a pyro 
vision of a will is fairly open to mor 
than one construction, a construction re. 
sulting in an intestacy as to any par{ 
of the estate will not be adopted if by 
any reasonable construction it can bd 
avoided. While no testimony was heard 
the testatrix’s intention was ascertain, 
able from the will, the pleadings, an 
certain admissions. 
inclusive terms in the will. It was un 
likely that she would make alternativa 
dispositions of her personal effects n 
the share of a corporation if it becam 
non-existent, and intend to leave one- 
half of her estate undisposed of. 


The two dissenting judges considered 


the quoted provision of the will to be 
unambiguous and to dispose of only one- 


half the estate. 


WILLs — Construction — Condition) 
Forfeiting Interest of Any Children 
Marrying Outside Hebrew Faith is 


Valid 


Massachusetts—Snpreme Judicial Court 


Testatrix used all 
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Gordon v. Gordon, 1955 A.S. 55, Feb. 7, 1955.| 


| que 


Will provided that if any of testator’s| pre 
children should marry a person not born| que 
in the Hebrew faith, anything given to} pa 
him or her by the will should revert to| an 
the person or persons who would have 
been entitled thereto if he or she had 
died before becoming entitled, without 
issue. In 1949 Harold married a gitl 
born of Roman Catholic parents. She 
later became a convert to Judaism, and] he 
in 1950 they had a rabbinical marriage. 
The probate judge decreed that the re- 
straint in the will was not unlawful and 
that from and after the date of the| th 
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frst marriage all payments of principal 
or interest to Harold should cease and 
the right to those payments should vest 
in his five sisters, including one who did 
not join in this petition for declaratory 
judgment. 


HELD: Affirmed. The date of the first 
marriage is the determining date. The 
condition was not limited to marriages 
contracted in the testator’s lifetime. The 
language used is “shall marry,” which 
denotes any future time. The condition 
in the will did not violate any rule of 
law, nor any constitutional provision 
guaranteeing freedom of religion. The 
testator was making a gift of his own 
property subject to the legatee marrying 
a person not born in the Hebrew faith. 


The appeal of the petitioners because 
of the inclusion of Sarah must be dis- 
missed. They argued for her exclusion 
because Of her violation of the other 
clause above referred to forfeiting the 
legacy of anyone who contested the 
validity of any clause in the will. But 
this question was not raised by any 
paper filed in the probate court. The 
petition asked for her inclusion and was 
never amended. 


WiLLs — Construction — Residuary 
Clause Need Not be Formulated in 
Any particular Manner 


United States—District Court, D. of C. 


In re Estate of Robin Miller, deceased, 127 F. 
Supp. 23. 


Testatrix, after making certain be- 
quests of tangible and intangible person 
property and devise of real estate, be- 
queathed and devised to a cousin, under 
paragraph 4 of her will, “Any bonds 
and any monies that are left after my 
just debts are paid.” Suit for construc- 
tion was brought to determine whether 
paragraph 4 constituted a _ residuary 
clause or a general or specific legacy. If 
the former, the debts of the testatrix, 
her funeral expenses and expenses of 
administration would be paid out of the 
fund covered by paragraph 4. Otherwise 
the question would arise whether some of 
the other legacies should be pro-rated 
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and contribute to the payment of these 
liabilities. 

HELD: Paragraph 4 is a residuary 
clause and all debts, funeral and ad- 
ministration expenses are to be paid out 
of that fund. A residuary clause need 
not employ any specific phraseology. The 
matter to be determined is the intention 
of the testatrix. While paragraph 4 
could be construed as a residuary clause 
from the face of the instrument alone, 
this conclusion was supported by ex- 
trinsic evidence, namely, the testimony 
of the executor who pointed out to the 
testatrix that under paragraph 4 the 
beneficiary would bear the burden of all 
expenses, to which the testatrix ac- 
quiesced. 


WILLs — Construction — Widow In- 
cluded in Gift to “Nearest of Kin 
According to Rules of Descent” 


Illinois—Supreme Court, 
Williams v. Fulton, 4 Tl. (2d) 518. 


The decedent’s will devised the remain- 
der in certain real estate to the life ten- 
ant’s “nearest of kin according to the 
rules of descent as declared by the 
Statute of the State of Illinois.” The life 
tenant died leaving his widow and his 
brother as his sole heirs-at-law. The 
residuary beneficiaries under the will 
of the life tenant’s widow brought a bill 
for partition and accounting. 


HELD: Partition granted. The phrase 
“nearest of kin,” when used alone, refers 
to the nearest blood relation, but when 
used in conjunction with the phrase 
“according to the rules of descent as 
declared by Statute” it does include the 
widow, reference to the statutory rules 
of descent indicates an intention that 
those rules shall be followed even though 
this will result in distribution to persons 
not technically within the class of “near- 
est of kin.” 


WILLs — Contractual — Contract to 
Make Will Held Subject to Statute 
of Frauds — Joint Claimants Not 
Competent to Testify 


United States—Court of Appeals, Sixth Circuit 
Appolonio v. Baxter, 217 F. (2d) 267. 
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Decedent, a domiciliary of Tennessee, 
owned large interests in industrial plants 
in Louisiana. He died intestate, and af- 
ter his death five key executives of these 
plants instituted separate suits, contend- 
ing that decedent during his lifetime had 
orally contracted to will to them jointly 
his interests in the corporations. They 
alleged that each of them agreed with 
decedent that they would continue to 
work for the corporations for inadequate 
salaries during his life in consideration 
of these bequests, and further alleged 
that each of them had performed this 
undertaking. On interrogatories, how- 
ever, each complainant admitted receiv- 
ing several increases in salary during 
the period of the alleged contract. The 
District Court granted a summary judg- 
ment dismissing the complaint. 

HELD: Affirmed. Oral contracts to 
make a will must be proved by clear and 
definite proof which leaves no doubt 
as to the existence of the contract and 
the performance of its terms by the com- 
plainant. Further, the Tennessee Statute 
of Frauds is applicable to this contract 
unless the partial performance thereof 
by complainants renders the statute in- 
applicable. The complainants were under 
no compulsion to continue to work for 
decedent’s corporations. In order for part 
performance to remove a contract from 
the Statute of Frauds, such performance 
must be rendered pursuant to the con- 
tract and be clearly referable thereto. It 
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is not apparent in the present case 
whether the continued employment of 
complainants was referable to the con- 
tract or to their increases in salary. 


Further, the so-called “Dead Man’s 
Statute” in Tennessee renders incompe- 
tent the testimony of either party to a 
suit against an administrator as to trans- 
actions or conversations with the dece- 
dent. Since each complainant filed a 
separate suit, each insists that the other 
four could properly testify in each suit. 
Clearly, however, the statute may not 
be circumvented in this manner. If the 
contract is established in one case, it 
will be established in all. While filed as 
separate suits, these claims in reality 
are all part of one joint claim and are 
irrevocably joined. Consequently the 
claims are not provable by the evidence 
of any of the complainants in any of 
the cases, and no other competent evi- 
dence has been offered. 

Reported by Tennessee Editor 


WILLS — Probate — Revoked Will 
not Republished Merely by Subse- 
quent Endorsement Thereon of 
Codicil 


New York—Surrogate’s Court, New York Co. 
Matter of Mercer, N.Y.L.J., Feb. 7, 1955. 


The testator executed a will on Jan- 
uary 28, 1951 and on May 15, 1951 an- 
other, by which he revoked all prior wills. 
On November 28, 1952 he endorsed a 
codicil at the foot of the last page of 
the will dated January 23, 1951, without 
making specific reference to either of 
the two wills above described. All three 
instruments were properly executed. Did 
the codicil republish the first will? 


HELD: The mere endorsement of a 
codicil on a previously revoked will does 
not republish or revive it unless there 
are additional facts showing intention to 
do so. 


WILLs — Mutual & Contractual — 
Surviving Testator Had Life Estate 
But Could sell 


Kansas—Supreme Court 
Beall v. Hardie, 177 Kans. 353. 


John and Ellen Wise were husband 
and wife. On June 8, 1915, they duly 


~-~executed their joint will which’ provided ~ 


as follows: 


“Sth It is the Will and wish of both 
Testators to this Will that upon the death 
of either of the members of this union that 
any and all property left by the deceased 
shall come into the possession and be the 
sole and absolute property of the surviving 
testator to this Will. 


6th It is the Will and wish of both 
members of this Will that no Appraise- 
ment or Inventory be taken and that what 
property is left the surviving member, be 
not sold, only upon the wish and desire 
of the surviving companion.” 


372 


John died November 9, 1915, leaving 
his widow and two children, Willie, ap- 
pellant, and Clara, appellee. The will was 
admitted. to probate and the widow 
elected to take under the provision of 
the will. On February 20, 1947, Ellen 
executed a warranty deed conveying all 
her interest in the real estate in ques- 
tion to Clara. She contends that under 
the terms of the will Ellen had power 
to sell the property during her lifetime. 
Appellant contends that the most Ellen 
took, as survivor under the joint will, 
was a life estate without power of dis- 
position. 


HELD: The will on its face shows it 
was contractual. The surviving testator 
received a life estate with a qualified 


power of disposition, the only restrictig 

being that the survivor could not mak 
a testamentary disposition of the prope 

ty covered by the will, in contravention 
of the interest of the remainderman. 


The provision last stated is simp} 
that if the real estate was still owned } 
the surviving testatrix at her death, the 
property would pass to the children a 
cording to its terms. Inasmuch as the 
surviving testatrix saw fit to sell the 
property during her lifetime, as she was 
permitted to do under the terms of the 
will, her successors in title are entitled 
to have the real estate quieted in them, 
and the appellant has no interest in the 
property. 
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